2000 


1999 


1998 


1997 


Net  Sales 

$18,407  billion 

$  17.716  billion 

$  15.365  billion 

$  15.220  billion 

Department  Store  Operating  Income 

Excluding  unusual  items  ,Note1) 

$ 

2.004  billion 

$ 

1.871  billion 

$  1.589  billion 

$ 

1.473  billion 

%  of  department  store  sales 

12.2% 

11.8% 

10.3% 

9.7  % 

Total  Operating  Income 

Excluding  unusual  items  (Note  11 

$ 

1.512  billion 

$ 

1.701  billion 

$  1.455  billion 

$ 

1.341  billion 

°/o  of  sales 

8.20/q 

9.6% 

9.5% 

8.80/0 

EBITDA (Note  21 

$ 

2.245  billion 

$ 

2.439  billion 

$  2.079  billion 

$ 

1.931  billion 

°/o  of  sales 

1 2.20/0 

13.8% 

13.50/o 

12.7% 

Net  Income  (Loss) (Notc  11 

Excluding  unusual  items 

$ 

637.  million 

$ 

795  million 

$  685  million 

$ 

575  million 

Including  unusual  items 

$ 

(1 84)  million 

$ 

795  million 

$  662  million 

$ 

536  million 

Diluted  Earnings  (Loss)  PerShare(Note,) 

Excluding  unusual  items 

$  3.08 

$  3.62 

$  3.06 

$  2.58 

Including  unusual  items 

$  (.90) 

$  3.62 

$  2.96 

$  2.41 

Notes: 

(1)  Unusual  items  represent,  where  applicable,  inventory  valuation  adjustments  related  to  the  Fingerhut  restructuring  in  2000,  asset  impairment  and  restructuring 
charges  in  2000,  and  the  loss  associated  with  the  prepayment  of  debt  in  1998  and  1997. 

(2)  EBITDA  represents  earnings  before  interest,  taxes,  depreciation,  amortization,  and  unusual  items  in  2000. 
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Sales 

IN  BILLIONS 


97  98  99  00 


EBITDA 

AS  A  PERCENT  OF  SALES 
(EARNIN6S  BEFORE  INTEREST,  TAXES, 
DEPRECIATION  AND  AMORTIZATION) 


97  98  99  00 


Diluted  Earnings 
Per  Share 

(EXCLUDES  UNUSUAL  ITEMS) 


97  98  99  00 


Federated  Department  Stores ,  Inc., 

is  one  of  the  nation  s  leading  department  store  retailers.  Federated  currently  operates 
more  than  425  department  stores  in  33  states  and  Puerto  Rico  under  the  names  of 
Bloomingdale  s,  The  Bon  Marche,  Burdines,  Goldsmith's,  Lazarus,  Macys  and  Rich's, 
as  well  as  macys.com,  bloomingdales.com  mb  Bloomingdale's  By  Mail.  Federated  also 
operates  the  Fingerhut  catalog  and  e-commerce  subsidiary. 


Community  Involvement 

Each  Federated  department  store  division  and  direct-to-customer 
subsidiary  is  well  established  in  its  operating  areas. 

The  company  believes  in  giving  back  to  the  communities  from 
which  it  draws  strength  and  sustenance.  Federated  understands  that 
stronger,  healthier  and  more  vibrant  communities  provide  better 
environments  for  our  stores  to  do  business  and  for  our  employees 
and  customers  to  live  and  work.  j 

In  2000,  cash  contributions  to  charitable  organizations  by  Federated, 
its  divisions  and  subsidiaries  -  including  those  made  by  the  Federated 
Department  Stores  Foundation  -  totaled  approximately  $16.3  million. 
A  significant  and  growing  percent  of  direct  giving  was  devoted  to  two 
areas  of  strategic  focus  -  women's  issues  and  HIV/AIDS. 

Partners  in  Time,  the  company's  nationally  recognized  employee 
volunteer  program,  involves  all  divisions  and  support  operations. 

In  2000,  more  than  53,500  volunteers  gave  nearly Il02, 300  hours 
of  time  -  touching  nearly  every  segment  of  American  society. 


Diversity 

As  a  leading  retailer  in  some  of  America's  largest  and  most  diverse 
metropolitan  areas,  Federated  prides  itself  on  aggressively  encouraging 
inclusion  of  individuals  of  all  types  within  its  workforce,  vendor  relation¬ 
ships  and  customer  base.  Management's  philosophy  is  intended  to  help 
ensure  that  appreciation  for  the  unique  characteristics  and  strengths  of 
every  person  is  pervasive  at  every  level  of  the  company. 

Of  Federated's  total  workforce,  approximately  76  percent  are  women 
and  44  percent  belong  to  a  racial  minority  group.  In  management  ranks, 
66  percent  of  our  executives  are  women  and  23  percent  are  racial 
minorities.  This  makes  Federated  among  the  leaders  in  diversity  in  our 
industry,  as  well  as  among  major  U.S.  corporations. 

Additionally,  Federated's  vendor  development  program  seeks  to  source 
goods  and  services  -  either  for  resale  or  in  support  of  business 
operations  -  from  qualified  minority-  and  women-owned  enterprises. 

In  2000,  these  purchases  totaled  approximately  $317  million. 


QJl  o  Shareholders 


Dear  Fellow  Shareholder: 


The  year  2000  for  Federated  was  challenging 
and  disappointing.  While  the  department  store 
segment  performed  acceptably  versus  our 
expectations  -  and  very  well  compared  to  the 
retail  sector  as  a  whole  -  it  was  not  enough  to 
justify  being  satisfied  with  our  overall  results. 

The  Fingerhut  credit  delinquency  problem  that 
surfaced  mid-year  caused  Federated's  total 
earnings  performance  to  be  well  below  standard. 
While  we  know  that  there  inevitably  will  be  ups 
and  downs  for  any  company  our  goal  clearly  is  to 
avoid  such  problems  and  to  capitalize  on  the 
distinctive  assets  that  should  enable  Federated  to 
produce  superior  results  over  the  longer  term. 


With  this  in  mind,  we  believe  the  big  picture  for 
Federated  is  very  good. 


Our  department  stores,  which  constitute  90% 
of  our  business  and  comprise  some  of  the  best 
brands  and  the  best  people  in  the  industry, 
managed  to  outperform  our  peers  in  comp-store 
sales  growth  in  2000,  despite  an  economic 
climate  that  grew  increasingly  difficult  as  the 
year  progressed.  Department  store  operating 
income,  before  one-time  charges,  also  grew  last 
year  -  to  12.2%,  up  from  11.8%  in  1999.  This 
was  particularly  gratifying  since  we  were  coming 
off  the  best  year  in  the  company's  history. 


We  believe  our  exclusive  private  brands  and 
labels  -  backed  by  a  merchandising  organization 
unparalleled  in  the  industry  -  are  a  crucial 
component  of  the  success  of  our  department 
stores.  Positive  customer  response  to  our  superior 


mix  of  merchandise  offerings,  including  the 
important  presence  of  prominent  national  brands 
from  the  marketplace,  can  help  Federated's 
department  stores  to  consistently  produce 
operating  profits  equal  to  or  better  than  the 
world's  best  retailers. 

Federated  also  continues  to  be  a  strong  cash¬ 
flow  generator.  We  believe  that  cash  flow  is  an 
important  measure  of  performance  and  success 
for  any  company,  but  in  a  consolidating  retail 
sector  it  is  even  more  of  a  strategic  advantage. 

In  2000,  the  company  produced  cash  flow  of 
$481  million,  compared  to  $370  million  in  the 
prior  year,  before  financing  and  the  cost  of  the 
Fingerhut  acquisition  in  1999.  Since  much  of  the 
Fingerhut  issue  resulted  in  a  non-cash  drain,  and 
the  subsequent  downsizing  of  Fingerhut  reduced 
working  capital,  we  actually  wound  up  exceeding 
our  original  cash-flow  plans  for  the  year, 
performing  very  well  on  this  important  subject. 

Last  year,  Federated  used  approximately  $600 
million  of  excess  cash  to  repurchase  17.6  million 
shares  of  the  company's  common  stock.  In  the 
future,  we  expect  to  continue  to  use  excess  cash 
for  stock  buybacks,  as  well  as  for  strategic 
acquisitions  and  other  appropriate  growth 
opportunities  that  may  arise. 

Underlying  the  strength  of  our  department  store 
segment  is  a  commitment  to  investing  in  new 
stores  and  store  remodels,  as  well  as  in  developing 
and  deploying  state-of-the-art  retail  technology. 
Federated  opened  nine  new  department  stores  in 
2000,  including  an  exciting  new  Macy’s  in  Puerto 
Rico  -  our  first  outside  of  the  continental  U.5. 
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Department  Store 
Operating  Income 

ASA  PERCENT  OF  SALES 
(EXC  LUCIES  UNUSUAL  ITEMS) 


97  98  99  00 


We  also  opened  three  new  furniture  stores  in 
2000  and  undertook  a  number  of  significant  store 
remodels  in  key  markets.  Nine  new  department 
stores  and  two  free-standing  furniture  stores  are 
on  the  horizon  for  2001.  In  the  area  of  technology, 
our  in-store  systems  and  back-of-the-house 
operational  support  infrastructure  also  lead  the 
industry,  which  we  believe  gives  us  a  strategic 
competitive  advantage  when  it  comes  to 
capitalizing  on  future  growth  opportunities. 

One  of  the  most  attractive  of  these  growth 
opportunities  we  think  lies  in  capturing 
the  potential  inherent  in  effective  multi-channel 
integration  -  a  seamless  weaving  together  of 
stores,  catalogs  and  e-commerce  sites  into  a  retail 
fabric  that  covers  a  broad  range  of  customer 
needs  and  preferences.  Although  some  of  the 
luster  justifiably  has  worn  off  the  world's  view 
of  e-commerce  in  the  last  year,  Federated  remains 
committed  to  effectively  integrating  the  bricks 
of  our  stores  with  the  clicks  of  our  e-commerce 
websites.  It  is  a  matter  of  customer  relationship 
management  and  this  is  where  we  see 
the  future  headed  for  successful  retailers. 

While  the  numbers  being  produced  by  our 
Internet  businesses  still  are  immaterial,  we  feel 
good  about  the  progress  that  is  being  made. 

Our  principal  e-commerce  sites  last  year 
generated  $156  million  in  sales  -  up  150%  from 
the  prior  year.  In  2001,  we  expect  to  see  continued 
dramatic  growth  in  Internet  sales  as  we  further 
nurture  these  brand-extending  businesses. 

As  with  anything  new,  however,  it  inevitably  will 
take  awhile  before  we  get  the  stitching  in  this 
new  multi-channel  fabric  exactly  right.  Still,  we 


know  that  being  an  industry  leader  means  taking 
chances  and  being  willing  to  learn  from  whatever, 
mistakes  are  made  along  the  way.  So  given  the 
choice,  Federated  would  rather  take  some  prudent 
risks  than  choose  to  do  nothing  -  because  as 
we  see  it,  doing  nothing  tends  to  guarantee  that 
nothing  is  what  you'll  get  in  return. 

A  Picture  of  2001 

Our  goals  for  the  current  year  are  to  be  great  at 
the  fundamentals  of  retailing,  and  as  such  they 
are  not  much  changed  from  prior  years. 

We  will  continue  to  plan  and  execute  the 
business  with  the  objective  of  maximizing 
earnings  per  share  growth  while  increasing  return 
on  investment.  We  intend  to  do  this  by  focusing 
on  increasing  operating  income,  department  store 
earnings  and  cash  flow,  as  well  as  by  taking 
advantage  of  strategic  growth  opportunities  that 
may  emerge. 

While  we  anticipate  a  2%  comp-store  sales 
increase  in  our  department  stores  this  year, 
reflecting  an  economy  that  most  observers 
expect  to  be  sluggish  into  the  second  half  of 
the  year,  our  longer  term  goal  is  to  achieve 
comp-store  sales  increases  averaging  about  3%. 
While  our  department  store  EBITDA  rate 
(earnings  before  interest,  taxes,  depreciation 
and  amortization)  now  is  approaching  the 
highest  in  our  industry  -  and,  as  such,  will  be 
more  difficult  to  grow  in  the  coming  years  - 
we  still  see  some  modest  opportunity  for 
improvement.  And  we  are  committed  to 
improving  our  return  on  investment  and 
generating  significant  cash  flow. 
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In  summary,  we  are  resolved  to  stay  ^ 
focused  and  stay  on  track.  We  will  not  be 
diverted  from  our  principal  department 
store  business  as  it  is  updated  for  the 
opportunities  of  the  future,  and  we  will  do 
what  needs  to  be  done  to  maximize  cash 
flow  from  these  unparalleled  assets.  We 
will  continue  to  hire  and  develop  the  most 
talented  individuals  in  the  industry,  and  we 
will  encourage  these  exceptional  people^, 
be  creative,  innovative  and  challenging  in' 
their  pursuit  of  our  goal  of  being  nothing1 
less  than  the  best  department  store  ; 
company  in  the  world. 

So  this  is  Federated  in  2001.  We  hope„tKi^ 
gives  you  a  better  picture  of  where  we  aVe^ 
and  where  we  are  headed,  and  we  hope 
you  like  what  you  see. 

Sincerely, 


Terrv  J,  ^fundgren 

President/Chief  Merchandising  Officer 


Customers  expect  something  special  when  they  walk  Into  a 

Federated  store.  And  that's  what  they  get.  Our  success  is  rooted  in  an  exceptionally  strong 
program  of  private  brands,  which  differentiates  our  merchandise  assortments  while  providing 
fashion  and  value  to  the  customer.  A  great  example  is  INC  International  Concepts.  a  collection 
of  updated  casual  styles  for  women,  carried  in  about  305  Federated  stores  nationwide. 
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“Who  Let  The  Dogs  Out?” 

Well,  that's  easy.  Federated  did  -  unleashing  a 
best-selling  hit  of  its  own  last  year  with  the 
launch  of  the  popular  Greendog  (see  our  Greendog 
mascot  on  the  cover)  private  brand  apparel  for 
children  ages  2  to  12.  Backed  by  playful  and 
distinctive  visual  presentations,  Greendog  is  happily 
lapping  up  sales  in  this  important  tots-to-’tweens 
merchandise  category. 

And  Greendog  is  just  the  most  recent  example  of 
innovation  in  private  branding  for  Federated. 

We’ve  built  a  reputation  for  designing,  sourcing 
and  marketing  merchandise  that  hits  the  target  for 
customers  and  lifestyles  across  every  family  of  business 
-  women's,  men's,  children’s  and  home.  Together, 
private  brands  account  for  about  15  percent  of  total 
sales  in  our  traditional  department  stores. 

The  combination  of  these  very  special  private  brands 
coupled  with  important  status  brands  designed  by  our 
key  vendor  partners  create  a  powerful  combination  that 
customers  expect  to  find  in  our  stores. 

In  2000,  we  also  refocused  and  repositioned  our  Style 
&  Co.  brand  of  updated  moderate  sportswear,  and 
continued  to  build  our  three  largest  private  brands  - 
Charter  Club,  INC  and  Alfani  -  with  new  items,  lines 
and  styles.  Seeing  opportunity  for  these  popular 
brands  beyond  the  boundaries  of  the  U.S.,  we 
also  signed  a  licensing  agreement  that  makes 
INC  fashions  available  through  more  than 
30  high-volume  department  stores  in  Japan. 


Beyond  the  merchandise  inside  our  stores,  we're  also 
intent  on  solidifying  our  store  nameplates  as  distinctive 
national  and  regional  brands.  Each  division  is  aggressively 
pursuing  a  strategic  marketing  initiative  to  position 
itself  in  a  manner  that  resonates  best  with  customers 
in  its  markets,  building  loyalty  as  a  preferred  shopping 
destination.  At  The  Bon  Marche,  for  example,  this 
translates  into  a  marketing  theme  built  on  bringing  the 
"good  life"  -  or  Bon-life,  as  we  say  -  to  customers 
and  associates  in  the  Pacific  Northwest 
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Look  around  our  sales 
floors  land  what  do 
you  see? 

Just  what  you'd  expect  to  find  in  America's 

/ 

premier  department  store  company  - 
Ralph  Lauren/Polo  ...  Nautica  ...  Kenneth 
Cole  Waterford  ...  Tommy  Hilfiger  ... 
Estee  Lauder ...  Liz  Claiborne  ...  Lancome  ... 
Calvin  Klein  ...  DKNY  ...  Nine  West ... 

Jones  New  York  ...  Guess ...  and  hundreds 
of  the  most  powerful  and  well-known 


With  approximately  85  percent  of  Having  the  best  pCOple  - 

the  merchandise  in  our  stores  coming  both  on  our  selling  floors  and  behind  the  scenes  -  is  essential,  federated  recognizes 

from  national-brand  designers  and  exceptional  personal  performance  annually  through  our  Star  Academy,  which 

manufacturers.  Federated  places  a  celebrates  a  top  sales  associate  and  sales  manager  from  each  department  store 


suitably  high  priority  on  building  strong 
relationships  with  our  resources.  We  offer 
vendors  the  best  locations  for  premiering 
unique  merchandise,  as  well  as  for 
presenting  and  selling  their  goods  in  a 
manner  that  maximizes  results. 

Backed  by  170  years  of  retail  know¬ 
how,  Federated  has  the  skills  and  agility 
necessary  to  capitalize  on  emerging 
fashion  trends  through  a  myriad  of 
branded  resources.  In  fall  2000,  for 
example,  when  customers  came  to  our 
stores  for  trend-setting  leather  jackets, 
outfits  and  accessories,  our  buyers  selected 
and  integrated  merchandise  from  dozens 


of  vendors  to  make  a  strong  fashion 
statement  and  deliver  a  broad  choice  of 
styles  and  price  points. 

We  also  are  “gift  headquarters"  for  many 
of  our  customers.  Our  assortments  are 
tailored  to  attract  customers  buying  for 
weddings,  anniversaries,  holidays  and 
other  gift-giving  occasions.  And  we  are 
everaging  this  strength  on  the  Internet 
through  our  own  e-commerce  sites  and 
our  relationship  with  WeddingChannd.com . 


1.  Barbara  Swlackl,  Boca  Raton,  FL;  Delores  Porter,  Plantation,  FL  -  Burdines 

2.  Margaret  NohoweL  McLean,  VA;  Natalie  Nelson,  Boca  Raton,  FL  -  Bloomingdale's 

3.  Michelle  Bowen,  Atlanta,  GA;  Thomas  Weis,  Atlanta.  GA  -  Rlch's/Lazarus/Goldsmith’s 

4.  Sophie  Zega,  Paramos,  NJ;  Robert  Cato,  Garden  City,  NT  -  Stern's 

5.  Sandra  Major,  New  York,  NY;  Azza  Pitt,  Miami,  FL  -  Macy’s  East 

6.  Karen  Siporen,  Santa  Clara,  CA;  Jeanne  Reid,  Las  Vegas,  NV  -  Macy's  West 

7.  Robin  Wright,  Puyallup,  WA;  Howard  Rahner,  Boise,  ID  -  The  Bon  Marche 
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YoiLsimply  can ’t  ignore  a  parade. 

Especially  nota' parade  that  features  towering  character  balloons,  dazzling 
floats,  marching  bands  and  energized  celebrities  performing  on  the  streets  of 
America's  largest  city  before  a  crowd  of  2  million-spectators  and  a  worldwide 
television  audience. 

That's  Macy’s  Thanksgiving  Day  Parade,  all  right.  And  it’s  the  largest  annual 
spectator  event  in  America.  Yet  exciting  as  it  is,  this  legendary  parade  - 
now  in  its  75th  year  -  is  only  one  of  the  ways  Federated's  stores,  catalogs 
and  online  sites  uniquely  market  themselves.  In  a  highly  competitive 
environment  where  retailers  join  a  cacophony  of  others  constantly  clamoring 
for  consumer  attention,  to  be  recognized  you've  got  to  stand  out  from  the 
crowd.  A  40-foot-tall  inflated  Greendog  pretty  much  does  the  trick. 


i  direct  to  consumer 

;  The  company's  catalog  and  e-commerce 
l  businesses  enable  us  to  be  a  multi-channel 
■  retailer  offering  customers  a  consistent 


and  seamless  experience  across  all  selling 

i 


j  vehicles  and  points  of  contact. 

i 


Big-impact  special  events  are  part  and  parcel 

of  the  theater  of  department  store  retailing.  And  they  are  typical 
across  Federated  -  from  the  lighting  of  the  Rich's  Great  Tree  and  the 
Holiday  Star  at  The  Bon  Marche  to  the  legendary  Passport  fashion 
shows  put  on  by  Macy's  West  to  support  AIDS  prevention  and 
treatment.  Equally  important  are  hundreds  of  smaller  events  held  at 
all  of  our  stores  each  year,  designed  to  stimulate  sales  and  build 
customer  and  community  loyalty  as  we  leverage  our  investments  in 
store  and  merchandise  brands. 

It’s  significant  that  every  Federated  regional  department  store  division 
will  have  a  promotional  Internet  site  in  place  by  the  end  of  2001. 
These  sites  will  support  sales  and  events,  educate  customers,  drive 
store  traffic  and  generate  sales  opportunities  in  a  manner  that 


B 


supports  our  store  brands.  And  we  will  continue  to  develop 
multi-channel  marketing  programs,  such  as  an  online  companion  to 
the  Macy's  parade,  a  fun-filled  Greendog  web  site  for  kids,  and  a 
system  of  permission-based  e-mail  communications  to  technology- 
savvy  customers. 

Federated's  partnership  with  WeddingChannel.com  has  resulted  in  a 
fully  integrated  nationwide  “clicks  and  bricks"  bridal  registry  that 
combines  the  convenience  and  geographic  reach  of  the  Internet  with 
the  personal  touch  of  in-store  shopping.  In  the  future,  we  expect  to 
use  emerging  technology  to  develop  niche  opportunities  for  selling 
merchandise,  such  as  special  sizes  and  unusual  items,  not  typically 


catalogs 

Through  mail-order  catalogs,  we  offer  specially  selected 
merchandise  items  and  niche  categories  to  targeted  customers. 


e-commerce 

Both  macjrs.com  and  bloomingdales.com  provide  online 
customers  with  the  best  of  merchandise  assortments  from  these 
national  store  brands.  The  fingerhut.com  website  is  positioned 
to  offer  transaction  efficiency  for  merchandise  available  in  the 
Fingerhut  catalog. 


bricks  &  clicks 

By  integrating  our  direct-to-consumer  channels  with  our 
department  stores,  customers  enjoy  easy  returns  and  exchanges 
of  merchandise  purchased  online.  They  also  get  convenient 
24/7  access  to  shopping,  charge  account  information,  store 
locators,  promotions  and  events  listings,  as  well  as  enhanced 
communications  related  to  fashion  and  lifestyle. 


So  what's  new  about  a  department  store ? 

Well,  at  Federated  the  answer  is  quite  a  lot  We've  embarked  on  an  evolving 
process  of  "reinventing"  our  department  stores,  making  them  more  convenient, 
exciting  and  attuned  to  the  needs  and  lifestyles  of  a  21st  Century  customer. 

We’re  testing  scores  of  new  merchandising  techniques,  philosophies  and 
concepts  within  our  existing  stores  to  gauge  consumer  response,  improve  service 
and  challenge  conventional  wisdom.  It's  a  big  undertaking  that  started  with 


innovations  in  junior's  departments,  and  has  since  expanded  to  encompass 
shoes,  food  services,  cosmetics ...  even  strategically  placed  computerized  "e-osks" 
that  offer  unique  and  specialized  items  for 
— — — _ _  home  delivery. 


We're  also  tinkering  with 


•  j  store  formats.  A  new 

,  j  Macy's  opened  in  fall 

j  2000  in  West  Palm  Beach, 

j  FL  with  only  100,000 

square  feet  -  about  40 
percent  the  size  of  a  typical 
mall  store.  Located  on  a 
"city  street  corner"  in 
City  Place,  an  eclectic  new 
mixed-use  development, 
this  new  Macy's  features 
departments  that  have  been 
distilled  to  trendy  and 
tightly  edited  assortments. 

It  is  an  example  of  a  compact 
new  store  capable  of  being 
slotted  into  smaller  malls  and 
even  strip  centers  in  markets 
where  larger-format  stores  are 
not  practical. 


The  Bon  Marche  will  open  another  new 
first-of- its- kind  store  in  Helena,  MT  later 
this  year.  Encompassing  only  65,000  square 
feet,  this  will  be  a  full-line,  upscale  store 
on  a  single  level,  with  a  single  entrance, 
centralized  sales  areas  and  specially  designed 
shopping  carts  -  all  aimed  at  creating  maximum 
customer  service  and  convenience. 

Continuing  a  strategy  of  locating  new  stores 
in  promising  markets,  Macy's  in  October  2000 
opened  Federated's  first  store  outside  of  the 
continental  United  States  -  in  Plaza  Las  Americas 
in  San  Juan,  Puerto  Rico.  This  unique  Macy's 
captures  the  island's  atmosphere  in  both  design 
and  merchandise. 


Building  on  our  strength  in  upscale,  fashion- 
oriented  home  goods.  Federated  continues  to  open 
free-standing  home  stores  and  furniture  galleries 
in  key  markets  across  the  United  States.  Often 
located  near  our  full-line  department  stores,  these 
free-standing  units  allow  us  to  present  dominant 
assortments  in  key  home  categories  -  creating  a 
destination  for  the  targeted  customer. 
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SECURITIES  AND  EXCHANGE  COMMISSION 

'  WASHINGTON,  D.C.  20549  _ 

V  FORM  10-K 

Annual  Report  Pursuant  to  Section  13  . 

of  the  Securities  Exchange  Act  of  1934 

For  the  Fiscal  Year  Ended  Commission  File  Number 

February  3,  2001  >  1-13536 

Federated  Department  Stores,.  Inc. 

7  West  Seventh- Street 
Cincinnati,  Ohio  45202 
(513)  579-7000 
and 

, .  -  151  West  34th  Street 

*  ■*  '  New  York,  New  York  10001 

*  •  (212)  494-1602 

Incorporated  in  Delaware  I.R.S.  No.  13-3324058 

Securities  Registered  Pursuant  to  Section  12(b)  of  the  Act: 

Title  of  Each  Class 

Common  Stock,  par  value  $.01  per  share 
Rights  to  Purchase  Series  A  Junior  Participating  Preferred  Stock 
Series  D  Warrants 
8.125%  Senior  Notes  due  2002 
8.5%  Senior  Notes  due  2003 
7.45%  Senior  Debentures  due  2017 
6.79%  Senior  Debentures  due  2027 
7%  Senior  Debentures  due  2028 

Securities  Registered  Pursuant  to  Sect 

.■  *  /  None 

The  Company  has  filed  all  reports  required  to  be  filed  by  Section  13  or  15(d)  of  the  Act  during  the 
preceding  12  months  and  has  been  subject  to  such  filing  requirements  for  the  past.  90  days. 

Disclosure  of  delinquent  filers  pursuant  to  Item  405  of  Regulation  S-K  is  not ‘contained  herein,  and  will 
not  be  contained,  to  the  best  of  registrant’s  knowledge,  in  definitive  proxy  or  information  statements 
incorporated  by  reference  in  Part  III  of  this  Form  10-K  or  any  amendment  to  this  Form  10-K. 

There  were  197,672,227  shares  of  the  Company’s  Common  Stock  outstanding  as  of  April  7,  2001,  . 
excluding  shares  held  in  the  treasury  of  the  Company  or  by  subsidiaries  of  the  Company.  The  aggregate 
market  value  of  the  shares  of  such  Common  Stock,  excluding  shares  held  in  the  treasury  of  the  Company  or . 
by  subsidiaries  of  the  Company,  based  upon  the  last  sale-price  as  reported  on  the  New  York 'Stock  Exchange 
Composite  Tape,  on  April  6,  2001,  was  approximately  $8,136,200,000. 

Documents  Incorporated  by  Reference 

Portions  of  the  definitive  proxy  statement  (the  “Proxy  Statement”)  relating  to  the  Company’s  Annual 
Meeting  of  Stockholders  to  be  held" on  May  18,  2001  (the  “Annual  Meeting”),  are  incorporated  by  reference 
in  Part  III  hereof.  *  • 


Name  of  Each  Exchange 
on  Which  Registered 


New 
New 
New 
New 
New 
'  New 
New 

.  New 

ion  12(g)  of  the  Act: 


York  Stock  Exchange 
York  Stock  Exchange 
York  Stock  Exchange 
York  Stock  Exchange 
York  Stock  Exchange 
York  Stock  Exchange 
York  Stock  Exchange 
York  Stock  Exchange 


Unless  the  context  requires  otherwise,  references  to  “2000,”  “1999,"  “1998,"  “1997,"  and  “1996"  are 
references  to  the  Company’s  fiscal  years  ended. February  3 ,  2001,  January  29,  2000,  January  30,  1999,  < 
January  31,  1998  and  February  1,  1997,  respectively.  ••  .  .  .  ■ 

This  report  and  other  reports,  statements  and  information  previously  or  subsequently  filed  by , the 
Company  with  the  Securities  and  Exchange  Commission  (the  “SEC")  contain  or  may  contain  forward-looking 
statements.  Such  statements  are  based  upon  the  beliefs  and  assumptions  of  and  on  information  available  to, 
the  management  of  the  Company  at  the  time  such, statements  are  made.  The  following  are  or  may  constitute 
forward-looking  statements' within  the  meaning  of  the  Private ‘Sec unties  Litigation  Reform  Act  of  I995:t  _  .  * 
(i)  statements  preceded  by,  followed  by  or  that 'include  the  words  “may,”  “will,”  '“could,”,  “should,”.  ■ 
“believe,”  “expect,"  “future,"  “ potential  ”  “.anticipate,”  “intend,"  '“plan,”  “think,”  “estimate”  or 
“ continue  ”  or  the  negative  or  other  variations  thereof  and  (ii)  statements  regarding  matters  that  are  not 
historical  facts.  Such  forward-looking  statements 'are  subject  to  various  risks  and  uncertainties,  ; including 

(i)  risks  and  uncertainties  relating  to  the  possible  invalidity  of  the  underlying  beliefs  and' assumptions, 

(ii)  possible  changes  or  developments  An  social,  economic,  business,  industry,  market,  legal  and  regulatory 
circumstances,  and  conditions,  and  (iii)  actions  taken  or  omitted  to  be  taken  by  third  parties,,  including 
customers,  suppliers,  business  partners ,  competitors  and  legislative ,  regulatory,  judicial  and  other 
governmental  authorities  and  officials.  Furthermore,  future  results  of  the  operations  of  the  ^Company  could 
differ  materially  from  historical  results  or  current  expectations  because  of  a  variety,  of  factors  that  affect  the 
Company,  including  transaction  costs  associated  with  the  renovation,  conversion  and  transitioning  of  retail 
stores  in  regional  markets;-  the  outcome  and  timing,  of  sales ,, and  leasing  in  conjunction  with  the  disposition  of 
retail  store  properties;  the  retention,  reintegration  and  transitioning  of  displaced  employees;  and  competitive 
pressures  from  department  and  specialty  stores,  general  merchandise  stores,  manufacturers’  outlets,  off-price 
and  discount  stores,  and  all  other  retail  channels;  and  general  consumer-spending  levels,  including  the 
impact  ' of  the  availability  and  level  of  consumer  debt,  and  the  effects  of  the  weather.  In  addition  to  any  risks 
and  uncertainties  specifically  identified  in  the  text  surrounding  such  forward-looking  statements,  the 
statements  in  the  immediately  preceding  sentence  and  the  statements  under  captions  such  as  “Risk  Factors" 
and  “Special  Considerations"  in  reports,  statements  and  information  filed  by  the  Company  with  the  SEC  from 
time  to  time  constitute  cautionary  statements  identifying  important  factors  that  could -cause  actual  amounts, 
results,  events  and  circumstances  to  differ  materially  from- those  reflected  in  such  forward-looking  statements. 

Item  1.  Business.  .  .. 

i  *  ■  ■  .  ... 

General.  The  Company,  through  its  subsidiaries,  is  one  of  the  leading  operators  of  full-line  department 
stores  in  the  United  States,  with  440  department 'stores- in  33  states  and  Puerto  Rico  as  of  February  3,  2001. 
The  Company’s  subsidiaries  operate  department  stores  under  the  names  “Bloomingdale’s,’”  “The  Bon 
Marche,”  “Burdines,”  “Goldsmith’s,’’  “Lazarus,”  “Macy’s,’’  “Rich’s”  and  “Stem’s”  and  related  direct-to- 
customer  mail  catalog  and  electronic  commerce, businesses  under  the  names  “Blopmingdale’s  By  Mail,” 
“bloomingdales.com”  and  “macys.com.”  These  department  stores  and  related  businesses  sell  a,  wide  range  of 
merchandise,  including  men’s,  women’s  and  children’s  apparel  and  accessories,  cosmetics,  home  furnishings 
and  other  consumer  goods.  The  Company’s  department  stores  are  diversified  by  size  of  store,  merchandising 
character  and  character  of  community  served  and  are  located  at  urban  or  suburban  sites,  principally  in  densely 
populated  areas  across  the  United  States. 

On  February  8,  2001,  the  Company  announced  plans  to  close  its  Stem’s  department  store  division, 
converting  19  of  Stern’s  24  locations  to  “Macy’s’’- and  “Bloomingdale’s”  stores.  It  is  anticipated  that  the . 
remaining  five  Stem’s  stores  will  be  closed  and  then  sold:  * 
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Through  Fingerhut  Companies,  Inc.  (“Fingerhut”),  the  Company  also  operates  an  electronic  commerce 
business  and  a  database  marketing  business  that  sells  a  broad  range  of  products  and  services  through  catalogs, 
direct  marketing  and  the  Internet,  including  (i)  Figi’s,  a  food  and  gift  catalog  business;  (ii)  Arizona  Mail 
Order  and  Bedford  Fair,  both  apparel  cata/og  businesses;  and  (iii)  Popular  Club,  a  membership-based  general 
merchandise  catalog  business.  Fingerhut  also  provides  services  to  third  parties. 

C  •  ■  '  "  '  -  • 

Fingerhut  conducts  its  retail  business  though  its  principal  subsidiaries  Fingerhut  Corporation,  Figi’s  Inc., 
Arizona  Mail  Order  Company,  Inc.,  Bedford  Fair  Apparel.  Inc.,  Popular  Club  Plan,  Inc.  and  Axsys  National 
Bank,  which  provides  credit  for  customers’  purchases  in  the  form  of  revolving  credit  card  loans.  Other 
subsidiaries  of  Fingerhut  support  its  retail  operations  by  providing  data  processing,  credit  processing  services, 
customer  service,  telemarketing  and  fulfillment  services,  as  well  as  other  corporate  office  functions. 

The  Company  provides,  pursuant  to  intercompany  arrangements,  various  support  functions  to  its  retail 
operating  divisions  (except  Fingerhut)  on  an  integrated,  company-wide  basis.  .  .  ,. 

•  The  Company’s  financial  and  credit  services  subsidiary,  FACS  Group,  Inc.  (“FACS”),  provides 
support  for  the  proprietary  credit  programs  of  the  Company’s  retail  operating  divisions  in  respect  of 
all  proprietary  credit  card  accounts  owned  by  the  Company  except  support  relating  to  statement 
mailing  and  payment  processing,  which  is'  provided  by  GE  Capital  Consumer  Card  Co.  (“GE  Bank”). 
GE  Bank  owns  all  of  the  “Macy’s”  credit  card  accounts  originated  prior  to  December  19,  1994,  when 
R.H.  Macy  &  Co.,  Inc.  was  acquired  pursuant  to  a  merger  and  an  allocated  portion  of  the  “Macy’s” 
credit  card  accounts  originated  subsequent  to  such  merger.  In  addition,  FACS  provides  payroll  and  * 
benefits  services  to  the  Company’s  retail 'operating  and  service  divisions. 

•  The  Company’s  data  processing  subsidiary,  Federated  Systems  Group,  Inc.  (“FSG”),  provides 
(directly  and  pursuant  to  outsourcing  arrangements  with  third  parties)  operational  electronic  data 
processing  and  management  information  services  to  each  of  the  Company’s  retail  operating  and 
service  divisions. 

•  Federated  Merchandising  Group  (“FMG”),  a  division  of  the  Company,  helps  the  Company  to  centrally 
develop  and  execute  consistent  merchandise  strategies  while  retaining  the  ability  to  tailor  merchandise 
assortments  and  strategies  to  the  particular  character  and  customer  base  of  the  Company’s  various 
department  store  franchises.  FMG  is  also  responsible  for  all  of  the  private  label  development  of  the 
Company’s  retail  operating  divisions.  However,  Bloomingdale’s  sources  some  of  its  private  label 
merchandise  through  Associated  Merchandising  Corporation. 

•  Federated  Logistics  and  Operations,  a  division  of  a  subsidiary  of  the  Company,  provides  warehousing 
and  merchandise  distribution  services,  store  design  and  construction  services  and  certain  supply 
purchasing  services  for  the  Company’s  retail  operating  divisions. 

•  A  specialized  staff. maintained  in  the  Company’s  corporate  offices  provides  services  for  all  divisions  of 
the  Company  in  such  areas  as  accounting,  real  estate  and  insurance,  as  well  as  various  other  functions. 

FACS,  FSG,  FMG  and  certain  departments  in  the  Company’s  corporate  offices  also  offer  their  services  to 
unrelated  third  parties.  • 

The  Company  and  its  predecessors  have  been  operating  department  stores  since  1 820.  Federated 
Department  Stores,  Inc.,  the  Company’s  predecessor  prior  to  the  acquisition  of  R.H.  Macy  &  Co.,  Inc. 
pursuant  to  a  merger,  was  organized  as  a  Delaware  corporation  in  1920.  The  Company  is  the  surviving  entity 
following  such  merger.  On  October  11,  1995,  the  Company  acquired  Broadway  Stores,  Inc.  (“Broadway”) 
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pursuant  do  a  subsidiary  merger.  ‘On  March,  18,..  1999,?  the  Company  acquired  Firigerhut  pursuant  to  a 
subsidiary  .merger.  -*  .  *.  ••  .  .  <■ 

The  Company’s  executive  offices  are  located  at  7  West  Seventh  Street,  Cincinnati,  Ohio  45202,’ telephone 
number:  (513)  57,9-7000.  and  at, 151  West,  34th,  Street,  New  .York,.  New  York  10001,  telephone  number: 

(212)  494-1602.  ..  .  ,  *  "  "VV*'t  '  ■  .  '  '  '  _  ' 

,  H  ,  Employees.  As  pf- February  3,  2001,  the  Company  had  approximately  129,000  regular  full-time  and 
part-time  employees.  Because  of  the  seasonal  nature  of  the  retail  business,  the  number  of  employees  peaks  in 
the  Christmas  season.  Approximately  10%  of  the  Company’s  employees  as  of  February  3,  2001  were 
represented. by  unions.  Management  considers  its  relations,  with  employees  to  be  satisfactory.  ,  .  .  , 

Seasonality.  The  retail  business  is  seasonal  in  nature  ' with  a  high  proportion  of  sales  and  operating 
income  generated  .in  the  months  of  November, and. December.  Working  capital  requirements  fluctuate  during 
the  year,,  increasing  somewhat, in -mid-summer  in  anticipation  of, the  fall  merchandising  season  and  increasing 
substantially  prior  to  the  Christmas  season  when  the  Company  must  carry  significantly  higher  inventory 
levels. 

Purchasing \  The  Company  purchases  merchandise  ‘from  .many  suppliers;  no  one  of  which  accounted  for 
more  thian  5%  of  the  Company’s  net  purchases  during  2000.  The  Company  has  no  long-term4 purchase 
commitments  or  arrangements  with  any  of  its  suppliers,-  and  believes  that  it  is  not  dependent  on  any  one 
supplier.  The  Company  considers  its  relations' with  its  suppliers  to  be  satisfactory. 

•  Competition .-  The  retailing  industry,  in’ general, "arid ‘the  department  store  and  direct-to-customer  '• 
businesses,  in  particular,  are  intensely  competitive.'  Geriefally,  the  Company’s  stores  compete" with  other  *\ 
department  stores  in  the  geographic  areas  in  which  they  operate.  In  addition,  both ’the  Company’s  department  * 
stores  and  direct-to-customer  operations  compete  with  numerous  other  types  of  retail ’outlets,  including  ;  - 
specialty  stores,  general  mercharidise  stores,  off-price  and  discourit  stores,  new  and  established  forms  of  home 
shopping  (including  the  Internet,  tnail  order-catalogs  and  television)  and  manufacturers’  outlets.  '  r  • 

Operating  Segment  Information.  .  The  information  set. forth  in  Note  17  to  the  Consolidated  Financial  * 
Statements  appearing  elsewhere  in  this  report  is  incorporated  by  reference  into  this  Item  1. 

Item  1  A.  Executive  Officers  of  the  Registrant  -  '  1  :  ■’  ‘ 

The  following1  table  sets  forth  certain  information  regarding  the  executive  officers  of  the  Company:. 

Name  J  *  '*  Age  ’ "  ■  Position  with  the  Company '■  '  ,  '  ' 

James  M.,  Zimmerman ../.  - . .  57  Chairman  of , the  Board  and  Chief  Executive  .Officer;  Director 

Terry.  J.  Lundgren '.. .- . 1 .  48  President:  andjChiefMerchandisirig  Officer;  Director 

Ronald  W.  Tysoe  .  . . -  P. ‘  48  Vice  Chairman,  Finance  and  Real  Estate;  Director  ’  ‘ 

Thomas  G.  Cody  ..... . . . . . .  *  59  Executive  Vice  President,  Legal  and  Human  Resources 

Dennis  J.  Broderick  . .  52  .  .  Senior  Vice  President,  General  Counsel  and.  Secretary  ,,  . 

Karen  M.  Hoguet  44  Senior  Vice  President  and  Chief  Financial  Officer  •  .  ' 

Joel  A.  Belsky . .  47  Vice  President  and  Controller  ''  ' 

James  M.  Zimmerman  has  been  Chairman  of  the  Board  and  Chief  Executive  Officer  of  the  Company 
since  May  1997;  prior  thereto  he  served  as  the  President  and  Chief  Operating  Officer  of  the  Company  since 
May  1988. 
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Terry  J.  Lundgren  has  been  President  and  Chief  Merchandising  Officer  of  the  Company  since  May  1997. 
and  served  as  the  Chairman  of  the  Company’s  Federated  Merchandising  Group  division  from  February  1994  ' 
until  February ,19,  1998.  t  i  _  ‘ 

Ronald  W.  Tysoe  has  been  Vice  Chairman,  Finance  and  Real  Estate,  of  the  Company  since 'April  1990 
and  served  as  Chief  Financial  Officer  of  the  Company  from  April  1990  until  October  31,  1997.  ' 

Thomas  G./Cody  has  been  Executive  Vice  President,  Legal  and  Human  Resources,  of  the  Company  since 
May  1988.  -  ^ ‘  1  '  .  .  V  C ''  ^  .  '  ■  .  ^  , 

Dennis  J.  Broderick  has  been  Secretary  of  the  Company  since  July  1993  and  Senior  Vice  President  and 
General  Counsel  of  the  Company  since  January  1990.  .  ,  . 

Karen ’M;  Hoguet  has  been  Senior  Vice  President  of  the  Company  since  April  1991*  arid  ‘Chief  Financial 
Officer  of  the1  Company  since  October  3 1;,  1997.  Prior  to  July  6,  1999,  Mrs.*  Hoguet  served’ as  the  Treasurer 
of  the  Company  since  January  T  992.  •  ‘  .  '  ’  '  '  *  *■  •  •  ■  “ 

Joel  A.  Bel  sky  has  been  Vice  President  and  Controller  of  the  Company  since  October  1996.  Prior 
thereto,  he  served  as  Divisional  Vice  President  and  Deputy  Controller  of  the  Company  since  March  1993. 

Item  2.  Properties.  *  . 

The  properties  of  the  Company  consist,  primarily  <of-  stores  and  related 'retail  facilities,  including  . 
warehouses  and  distribution  and  fulfillment  centers.  The  Company  also  owns,or  leases  other  properties, 
including  corporate  office  space  in  Cincinnati  and  New  York  and  other  facilities  at  which  centralized 
operational  support  functions  are  conducted.  As  of  February  3,  2001,  the  Company  operated  440  department 
stores  in.  33  states  and  Puerto  Rico,  comprising  a. total  of  83,400,000  square  feet.  Of  such  department  stores, 
215  were  entirely, or  mostly  owned  and  225  stores  were  entirely  or  mostly  leased.  Pursuant  to' various 
shopping  center  agreements,  the  Company  is  obligated  to  operate  certain  stores  within  the  centers  for  periods 
of  up  to  20  years.  Some  of  these  agreements  require  that  the  stores  be  operated  under  a  particular  name. 

Item  3.  Legal  Proceedings.  ■  ■ .  -  •  .}  .  ,  . 

The  Company.and  certain  members  of  its  senior  management  have.been  named  defendants-in  five  /;■ 
substantially  identical  purported  class  action  complaints  (the  “Complaints”)  filed  on  behalf  of  persons  who 
purchased  shares  of  the  Company  between  February  23,  2000  and  July  20,  2000.  The  Complaints  were  filed 
on  August  24*,  August  30;  September  15,  September  26  and  October  6,  2000,  in  the  United  States- District 
Court  for  the  Southern  District  of  New  York.  The  Complaints  allege  violations  of  Sections  10(b)  and  20(a)  of 
the  Securities  Exchange  Act  of  1934,  and  Rule  10br5  thereunder,  on  the  basis  that  the  Company,  among 
other  things,  made’ false  and  misleading  statements  regarding  its  financial  condition  and  results  of  operations, 
and  failed  to  disclose  material  information  relating  to  the  credit  delinquency  problem  at  Fingerhut.  The 
plaintiffs  are  seeking  unspecified  amounts  of  compensatory  damages  and  costs,  including  legal  fees.  1 
Management-  belieVes  that  the  allegations  contained  in  the  Complaints  are  without  merit  and  intends  to  defend 
vigorously  against  those  allegations.  .  , 

Item  4.  Submission  of  Matters  to  a  Vote  of  Security-Holders.  1  “  .  ^ 

None.  ■  ■  * 
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PART  II 


Item  5.  Market  for  Registrant’S'Common  Equity  and  Related  Stockholder  Matters.  'il 

The  Common  Stock  is  listed  on  the  New  York  Stock  Exchange  (the  “NYSE”)r  under  the  trading  symbol 
“FD.”  As  of  February  3,  2001,  the  Company,  had  approximately  11,700  stockholders  of  record.  The 
following  table  sets  forth  for  each  fiscal  quarter  (during  2000  and  1999  the  high  and  low  sales  prices  per  share 
of  Common  Stock  as  reported  on  the  NYSE  Composite  Tape: 

r  2000  1999 


Low  High'  *  ,J  Low  ’  High 

1st  Quarter  ; • .  31.625  .  44.750  36.438  47.125 

2nd  Quarter _ . '  2 1.000  40.875-  -''45.938  '  •  57.063  . 

3rd  Quarter . ;....- . -  23.813  30.190  '  38.438  '  ”  52.875  ‘ 

4th  Quarter  .  .  .‘  . .7. . . . v . .  7 . !  78.310  46.060  40.938  *  53.875  ; ' 


The  Company,  has  not  paid  any  dividends  von  its  Common  Stock  during  its  two  most  recent  fiscal  years, 
and  does  not  anticipate  paying  any  dividends  on  the  Common  Stock  in  the. foreseeable  future:  ’  t  ■  • 
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Item  6.  Selected  Financial  Data. 


The  selected  financial  data  set  forth  below  should  be  read  in  conjunction  with  the  Consolidated  Financial 
Statements  and  the  notes  thereto  and  the  other  information  contained  elsewhere  in  this  report. 


.53  Weeks 

52  Weeks 

52  Weeks 

52  Weeks 

52  Weeks 

Ended 

Ended 

Ended 

Ended 

Ended 

1  February  3, 

January  29,  • 

.  January  30, 

January  31, 

February  1, 

2001 

2000  t 

1999 

.  1998 

1997 

Consolidated  Statement  of  Operations  Data: 

Net  sales . .  . . :  . . . . 

$18,407 

(millions,  except  per  share  data) 

$17,716  $15,365  $15,220 

$14,833 

Cost  of  sales . \ 

10,907 

10,443 

.9,218 

9,200 . 

9,018 

Selling,  general  and  administrative  expenses  . .  . 

.*  6,023 

5,572 

.  ;  4,692 

.  4,679 

4,679 

Asset  impairment  and  restructuring  charges .... 
Operating  income . 

927 

- 

_ 

,  .  - 

243 

550 

1,701 

1,455 

1,341 

893 

Interest  expense . .' . 

■  (444) 

(368) 

(304) 

(418)  " 

(499) 

Interest  income . . . . ; 

■.  -  .  7 

13 

'  4,  12  . 

•  35  • 

47 

Income  before  income  taxes  and  extraordinary, 
items . 

113 

1,346 

.'i,  • 

•1,163 

958 

441 

Federal,  state  and  local  income  tax  expense  . . . 

(297) 

(551) 

(478) 

(383) 

(175) 

Income  (loss)  before  extraordinary  items . 

(184) 

795 

685 

575 

266 

Extraordinary  items  (a) . 

- 

— T 

(23) 

(39) 

- 

Net  income  (loss) . 

$  (184) 

$  795 

$  662 

$'  536 

$  266 

Basic  earnings  (loss)  per  share: 

Income  (loss)  before  extraordinary  items . 

$  (.90) 

$  3.78 

$  3.27 

$  2.74 

$  1.28 

Net  income  (loss) . 

(.90) 

3.78 

3.16 

2.56 

1.28 

Diluted  earnings  (loss)  per  share: 

Income  (loss)  before  extraordinary  items . 

$  (.90) 

$  3.62  ' 

$  3.06 

-.  $  2.58 

$  1.24 

Net  income  (loss) . . . 

(.90) 

3.62 

•  2.96' 

2.41 

1.24 

Average  number  of  shares  outstanding . 

204.3  • 

210.0 

.  209.1 

209.2 

207.5 

Depreciation  and  amortization . ' . 

$  733 

$  738 

$  624 

$  590  . 

$  533 

Capital  expenditures . . . 

$  742 

$  770 

$  695 

$  696 

$  846 

Balance  Sheet  Data  (at  year  end): 

Cash . . 

$.  322 

$  218 

$  307 

$  142 

$  149 

Working  capital . . 

3,831 

3,970 

2,904 

3,134 

2,831 

Total  assets . ' . 

17,012 

17,692 

13,464 

13,738 

14,264 

Short-term  debt  . . . 

1,722 

1,284 

524 

556 

1,095 

Long-term  debt . . .  .  -. . \  . 

4,374 

4,589 

3,057. 

3,919  ‘ 

4,606 

Shareholders’  equity  . 

5,822 

6,552 

5,709 

’  5,256 

.  4,669 

(a)  The  extraordinary  items  for  1998  and  1997  were  after-tax  expenses  associated  with  debt  prepayments. 
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Item  7;' Management’s  Discussion  and  Analysis  of  Financial  Condition  and  Results  of  Operations.  ■ 
Results  of  Operations  .  ... 

Comparison  of  the  53  weeks  ended  February  3,  2001  and  the  52  weeks  ended  January  29,  2000.  Net 
sales  for  2000  totaled  $18,407  million,,  compared  to  net  sales  of  $17,716  million  for  1999,  an  increase  of 
3.9%.  Net  sales  for  department  stores  for  2000  were, $16,467  million  compared  to  $15,850  million  for  1999, 
an  increase  of  3.9%.  On  a  comparable  store  basis  .(sales  from  stores, in  operation  throughout  1999  and  2000 
and  adjusting  for  the  impact  of  the  53rd.  week  in  .2000),  net  sales. for  2000  increased  2.0%  compared  to  1999. 
Net  sales'for  the  direct-to-customer  segment  were  $1,940  million  for  2000  (which  includes  Fingerhut.  for  the 
entire  year)  compared  to  $1,866  million  for  1999  (which  includes  Fingerhut  from  and  after  the  March  18, 

1999  acquisition  date). 

,  .  •  ;  a  ’  .  •  ■!  ,  .  t  1 

Cost  of  sales-  was  59.3%  of  net  sales  for  2000,. compared  to  58.9%  for-1999.  Cost  of  sales.as  a  percent; 

-  of  net  sales  for  department  stores,  were  flat  when  compared  to.  the  prior  year.  Cost  of  sales  for  the' direct-to- 
customer.' segment  increased  3.3  percentage  points  as  a  percent  of  net  sales  during  2000,  primarily  as  a  result 
of  the  $35  million  of  inventory  valuation  adjustments  related  to  the  Fingerhut  restructuring  taken  during  2000 
and  higher  markdowns  taken  at  Bloomingdale’s  by  Mail.  The  valuation  of  department  store  merchandise 
inventories  oh  the  last-in,  first-out  basis  did  not  impact  cost  of  sales  in  either  year. 

Selling,  general  and  administrative  (“SG&A”)  expenses  were  32.7%  of  net  sales  for  2000,  compared  to 
31.5%  for  1999.  Department  store  SG&A  expenses  improved  0.4  percentage  points  as  a  percent  of 
department  store  net  sales,  principally  due  to  the  impact'of  lower  depreciation  and  amortization  expense.- 
Finance  charge  income  was  $349  million  for  2000,  up  from  $327  million  in  1999,  primarily  due  to  the 
growth  in  the  accounts  receivable  balances.  Amounts  charged  to  expense  for- doubtful  accounts  receivable 
were  $106  million  for  2000,  compared  to  $83  million  in  1999,  also  due  to  the  growth  in  the  accounts-  '  ' 

receivable  balances.  SG&A  expenses  for  the  direct-to-customer  segment  in  2000  were  negatively  impacted  by 
higher  bad  debt  expenses  resulting  primarily  from  increased  .credit  delinquencies  at  Fingerhut  during  2000. 

The  higher  credit  related  expenses  in  the  direct-to-customer  segment  during  2000  and  increased  costs  related, 
to  the  macys.com  and  bloomingdales.com  businesses  combined  to  offset  the  improvement  in  the  department 
store  SG&A  expense  rate  and  produce  a  1.2  percentage  point  increase  in  the  overall  SG&A  expense  rate  for 
2000.-  •»  .  ... 

During  2000,  the  Company  recorded  asset  impairment  and  restructuring  charges  related  to  its  Fingerhut 
businesses,  the  downsizing  of  its  Fingerhut  operations  and  the  closing  of  the  Company  s  Stern  s  department 
store  division.  The  Company  recorded  asset  write-downs  of  $673  million  for  goodwill  and  credit  file 
intangibles,  $18  million  for  Fingerhut  fixed  assets  and  $131  million  for  certain  Fingerhut  Internet-related  and 
other- venture  capital  investments.  In  fiscal  year  2001,  amortization  expense  for  intangible  assets  will  be 
approximately  $29  million  lower  as  a  result  of  the  write-down  of  goodwill  and  credit  file  intangibles.  The 
Company  also  recorded  severance  costs,  facility  closing  costs  and  other  asset  write-downs  related  to  the 
downsizing  of  its’ Fingerhut  operations  totaling  $51  million  and  asset  write-downs  related  to  the  closure  of  the 
Stem’s  department  store  division  and  the  planned  disposition  of  certain  of  its  properties  totaling  $54  million. 
The  Company  anticipates  incurring  approximately  $75-$95  million  of  additional  restructuring  charges  related 
to  the  closure  of  Stem’s  in  fiscal  year  2001. 

Net  interest  expense  was  $437  million  for  2000  compared  to  $355  million  for  1999.  The  higher  interest 
expense  for  2000  is  due  primarily  to  the  increased  outstanding  debt  resulting  from  the  March  18,  1999 
Fingerhut  acquisition  and  the  consolidation  of  the  Fingerhut  Master  Trust  for  financial  reporting,  purposes. 
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Income-tax  expense  was  $297  million  for  2000.  .This  amount  differs  from  .the  amount  computed  byV  • .  . 
applying  the  federal  income  tax  statutory  rate  of  35.0%  to  income  before  income  taxes  because  of  permanent 
differences  arising  from  the  write-off  and  amortization  of  intangible  assets  and  the  effect  of  state  and  local 
income  taxes..  .  ■  _  ,.  . 

Comparison  of  the  52  Weeks  Ended  January  29,  2000  and  January  30  ‘  1999.  Net  sales  for  1999  totaled 
$17,716  million,  compared  to  net  sales  of  $15,365  million'  for  1998*  an ’increase'of  15,3%.  Net  sales  for 
department  stores  for  1999  were  $15,850  million  compared  to' $15,365  million  for  1998,  an  increase  of  3.2%. 
On  a  comparable  store  basis,  net  sales  for  1999  increased  4.5%  compared  to’  1998.  Net  sales  for  the  direct-to- 
customer- segment  were  $1,866' mil  lion  for  1999.'  *  \  ‘ 

Cost  of  sales  was  58.9%  of  net  sales  for  1999,  compared  to  60.0%  for  1998.  Cost  of. sales  as  a  percent 
of  net  sales  for  department  stores  improved  0.2  percentage  points  in  1999  compared  to  1998,  benefiting  from 
continued  strength  in’ consumer  demand)  This  improvement  in  the  cost  of  sales  rate  for  department  stores, 
together,  with  a  relatively  lower  cost  of  sales  rate  for  the.  direct-to-ciistomer  segment,  contributed  to  the  overall  • 
1.  ^percentage  point  improvement  in  the  cost  of  sales  rate  for  1999.  The -valuation  of  department  store' 
merchandise  inventories  *  oh  the  last-in;  first-out  basis  did  not  - impact -cost  of  sales  in  either  year.  •  ■  >.  ■  .  •  * 

SG&A  expenses  were '3 1.5%  of  net  sales!  for  1999,  compared  to  30.5%  for  1998.  Department  store  ^ 
SG&A  expenses  improved  1.3  percentage  points  as  a  percent  of  department  store  net  sales,  reflecting  the 
impact  of  higher  sales  with  relatively  flat  non-payroll, expenses  and  lower  bad  debt  expense,  which  .was 
partially  offset  by  . reduced  finance  charge  income  resulting  from  lower  average  accounts  receivable  billings.  A 
relatively  higher  SG&A  expense  rate  for  the  direct-torcustomer  segment,  including  recently  launched 
businesses,  and  increased  amortization. expense  resulting. from  the  Fingerhut  acquisition  combined •  to' offset 
the  improvement  in  the  department  store  SG&A  expense:  rate  and  produce  a  1.0  percentage  point  increase  in 
the  overall  SG&A  expense  rate  for  1999.»  *  *  r  , 

Net  interest  expense  was  $355  million  for  1999  compared  to  $292  million  for  1998.  The  higher  interest 
expense  for  1999  is  due  mainly ’to- the.  increased  outstanding  debt  resulting  from  the  Fingerhut  acquisition  and. 
the  consolidation  of  the  Fingerhut  Master  Trust  Tor  financial  reporting  purposes.  ’ '  s 

.  The  Company’s  effective  .income  tax  rate  of  40.9%,  for  1999,  differs  from  the  federal  income  tax  statutory 
rate  of  35.0%  principally  because  of  the  effect  of  state  and  local  income  taxes  and  permanent  differences 
arising  from  the  amortization  of  intangible  assets  and  from  other  non-deductible  items. 

Liquidity  and  Capital  Resources  <  .  -  •  ■> . 

’  Tl?e  Company’s  principal  sources  of  liquidity  are  cash  from  operations,  cash  on  hand  and  certain  ' 
available  credit  facilities.  ^ 

Net  cash  provided  ^operating  activities  in- 2000  was '$1^85  million,  an  increase  of  $22  million  -  * 

compared  to  the  $1,263  million  provided  in  1999.  The  Company  was' able  to  produce  a  slightly  higher  level 
of  cash  flow  from  operations  in  2000  due  to  the  strength  of  its  department  store  busihesses.The  asset-  ’  •  •  ' 
impairment  and  restructuring  "charges  were  primarily  non-casfiand  the  impact  on  net  income  resulting' from 
higher  reserves  for- bad  debt  at  Fingerhut  was  offset  by  the  related  decrease  in  accounts  receivable. '  V  ' 

Net  cash  used  by  investing  activities  was  $804  million  for  2000.  Investing  activities  for  2000  included 
purchases  of  property  and ’equipment  totaling  $742  million,  capitalized -software  of  $100  million  and 
investments  in  companies  engaged  in  complementary  businesses  totaling  $34  millionrfThe  Company  opened 
nine  new  department  stores  and  three  new  furniture  galleries  during  2000.  .  ,  ,  ••  .. . Jlt 
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.Net  cash  used  by  the- Company  for  all  financing  activities  was  $377  million  in  2000.  During  2000,  the 
Company  issued  debt  totaling .  $750  million,  consisting  of  $400  million-  of  6.7%'  asset  backed  certificates 
issued  by  the  Prime  Credit  Card  Master  Trust  and  $350  million  of  8:5%  Senior  Notes  due  2010.  The 
Company  repaid  debt  of  $528  million  in  2000,  consisting  principally  of  $353  million  of  borrowings  under  its 
commercial  paper  program  and  $169  million  of  receivables  backed  financings. 

The  Company  purchased  17.6  million  shares  of  its'Common  Stock  under  its  stock  repurchase  program 
during  2000  at  a  cost  of  approximately $60(Timllion.  On'  August  25,  2000,- the  Board  of  Directors  approved  a 
$500  million  increase  to  the  current  s  toe  kfrepurchase' program  increasing  the  authorization  to  $1,000  million.  ‘ 
As  of  February  3,  2001,  the  Company  had  approximately  $400  ‘million  of  the  $1,000  million’ authorization’ 
remaining.  The  Company  may  continue  or,  from  time  to  time,  suspend  repurchases  of  shares  under  its  stock 
repurchase  program,  depending  on  prevailing  market  conditions,  alternate  uses  of  capital  and  other  factors. 
Also  during  2000,  the  Company  issued  1.0  million  shares  of  its  Common  Stock  and  received  $35  million  in 
proceeds  from  the  exercise  of  the  Company’s  Series  B  Warrants,  which  expired  on  February  15,  2000. 

The  Company  intends  to  open  nine  new  department  stores  and  two  new  furniture  galleries  in  2001  and 
its  budgeted  capital  expenditures  are  approximately  $2,750  million  for  the  2001' to  2003  period,  including 
$850  million  for  2001.  Management  presently  anticipates  funding' such  expenditures  from  operations.  v 

;  -  Management  believes  the  department  store  business  and  other  retail. businesses  will  continue  to  , 
consolidate.  Accordingly,  the.Company.  intends,  from  time  to  .time  to  consider  additional  acquisitions  of,  and 
investments  in,  department  stores.  Internet-related  companies,  catalog  companies, and  other, complementary 
assets  and  companies.  \  1  ‘  ‘  '  *•  ' ■  ■'  - 

!  ‘  --  '  *•  '  ”*  V.  •  1.  .  .we-,.;,:,,,  • 

‘  Management  believes  that,  with  respect  to  its  current  operations,'  cash  on  hand  and  funds  from  '>  <•  - 
operations,  together  .with  .its  credit  facilities,  will  be  sufficient  to  cover  its  reasonably  foreseeable  working  v.. 
capital,  capital  expenditure  and  debt  service  requirements.  Acquisition  transactions,  . if  any,  are  expected  to  be 
financed  through  a  combination, of  cash  on  hand. and  from  operations  and  the  possible  issuance  from  time  to 
time  of  long-term  debt  or  other  securities.  Depending  upon  conditions  in  the  capital  markets  and  other 
factors,  the  Company  will  from  time  to  time  consider  the  issuance  of  debt  or  other  securities,  or  other  ' 
possible  capital  markets  transactions,  the  proceeds  of  which  could  be  used  to  refinance  current  indebtedness 
or  for  other  corporate  purposes.'  -  \  v 


Item  7A.  Quantitative  and  Qualitative  Disclosures  About  Market  Risk. 


The  Company  is  exposed  to  market  risk  from  changes  in  interest  rates  which  may  adversely  affect  its 
financial  position,  results  of  operations  and  cash  flows,  in  seeking  to  minimize  the  risks  from  interest  rate 
fluctuations,  the  Company  manages  exposures  through  its  regular  operating  and  financing  activities  and,’  when 
deemed  appropriate,  through  the  use  of  derivative  financial  instruments.  The  Company  does  not  use  financial 
instruments  for  trading  or  other  speculative  purposes  and  is  not  party  to  any  leveraged  financial'  instruments. 


.  The  Company,  is, exposed  to  interest  rate  risk,  primarily  through  its  borrowing  activities,  which’are 
described  in  Note  9  to  the  Consolidated  Financial  Statements.  The  majority  of  the  Company’s  borrowings' are 
under  fixed  rate  instruments.  However,  the  Company,  from, time  to  time,  may  use  interest  rate  swap  and 
interest  rate  cap  agreements  to  help  manage  its  exposure  to  interest  rate  movements  and  reduce  borrowing 
costs.. ’See  Notes  9  and  I6to  the  Consolidated  Financial  Statements,  which  are  incorporated  herein  by  *■ 
reference.  ’  . 


Based  on  the  Company’s  market  risk  sensitive  instruments  (including  variable  rate  debt  and  derivative 
financial  instruments)  outstanding  at  February  3,  2001,  the -Company  has  determined  that  there  was  no 
material  market  risk  exposure' to  the  Company’s- consolidated  financial  position, .results. of  operations  or  cash 
flows  as  of  such  date.  !  A  'i  fV  ‘‘  \  .  _  ‘ 

Item  8.  Consolidated  Financial  Statements  and  Supplementary  Data, 

■  Information  called  for  by  this  item  is  set  forth  in  the  Company ’s, Consolidated  Financial  Statements  and 
supplementary  data  contained  in  this  report  and  is  incorporated  herein  by  this  reference.  Specific  financial .  , 
statements  and;  supplementary  data  can  be  found  at  the  pages  listed  in  the  following  index. 


■  ■  v '  ■  •  •  -  v  •  •  index-  '■  *  ;•  *  ^ 

!  .  ..  >  '  ,  t  ,  ,, 

Management’s  Report  . - . ^ . . . /^*  / ' *  *t . 

Independent  Auditors’  Report  . V  7  :  -7 r. 

Consolidated  Statements  of  Operations  for  the  53  weeks  ended  February  3,.  2001 -and  the  52  weeks  , 

ended  January  29,  2000  and  January  30,  1999  . . . . . . 

Consolidated  Balance  Sheets  at  February  3,  2001  and  January- 29,  2000  . :•/.  .\  .-. . . . 

Consolidated  Statements  of  Changes  iifShareholders’  Equity  for'the  53  weeks  ended  February *3,  2001 

and  the  52 :  weeks  ended:  January  29,  2000  and  January  30,  1999  .  /! . . . : . .  .  . .  .  . 

Consolidated  Statements  of  Cash  Flows  for  the  53  weeks  ended  February  3,  2001  and  the  52  weeks 

ended  January  29,  2000  and, January  30,  199?  .... - : . . -  *  •  •  ■•••••••• 

Notes' to  Consolidated  Financial  Statements  . .  . . ;  **’-J*^-  *  *.'**■’ 


Page 

F-2 

F-3 

F-4 

F-5 

,  1 

V-6 

F-7 
,  F-8 


Item  9.  Changes  in  and  Disagreements  with  Accountants  on  Accounting  and  Financial  Disclosure/ 

.  i  ■-  i  .■  *  ‘‘  ‘  * 

None.,  .  '  .  *  t  ,  .  i  ■  ;  t  ,  •  ■’  v  , 

PART  III 


Item  10.  Directors  and  Executive  Officers  of  the  Registrant.  /  •  .  , 

Information  called  for  by  this  item  is  set  forth  under  Item  1  “Election  of  Directors;’  and  “Compliance  • 
with  Section  16(a)  of  the  Securities  Exchange  Act  of  1934”  in  the  Proxy  Statement,  and  in  Item  1A  ,  # * 

“Executive  Officers  of  ^the  Registrant,”  and  incorporated  herein  by  reference.  .  ’  . 

Item  11.  Executive  Compensation.  .  ,7  ......  ,  m.  . 

Information  called  for  by  this  item  is  set  forth  under  “Executive  Compensation”  and  “Compensation 
Committee  Report  on  Executive  Compensation”  in  the  Proxy  Statement  and  incoiporated  herein  by  reference. 

Item  12.  Security  Ownership  and  Certain  Beneficial  Owners  and  Management.  '  ^  . 

Information  called  for  by- this  item' is  set  forth  under  “Stock  Ownership”  in  the  Proxy  Statement  and  ,r 
incorporated  herein  by  reference.  s 

'  .  10 


Item  13.  Certain  Relationships  and  Related  Transactions. 

None.  , 


PART  IV 

Item  14.  Exhibits,  Financial  Statement  Schedules,  and  Reports  on  Form  8-K, 

-  r  ■  ■  '  ..  . 

*  (a)  The  following  documents  are  filed  as  part  of  this  report; 

1.  Financial  Statements:  -  - 

The  list  of  financial  statements  required  by  this  item  is  set  forth  in  “Item  8  Consolidated  Financial 
Statements  and  Supplementary  Data”  and  is  incorporated  herein  by  reference.  ' 

2.  Financial  Statement  Schedules : 

All  schedules  are  omitted  because  they  are  inapplicable,  not  required,  or  the  information  is  included 
elsewhere  in  the  Consolidated  Financial  Statements  or  the  notes  thereto.  i 

3.  Exhibits:  .  ,  •  . 

The  following  exhibits  are  filed  herewith  or  incorporated  by  reference  as  indicated  below. 

Exhibit 


Number 

Description 

*  *  Document  if  Incorporated  by  Reference 

3.1 

Certificate  of  Incorporation  . 

Exhibit  3.1  to  the  Company’s  Annual  Report 
'  on  Form  10-K  (File  No.  00 M3536 1)  for  the 
fiscal  year  ended  January  28,  1995  (the  ”1994 
Form  10-K”) 

3.1.1 

Certificate  of  Designations  of  Series  A  Junior 
Participating  Preferred  Stock 

Exhibit  3.1.1  to  the  1994‘Form  10-K 

3.2 

By-Laws 

Exhibit  3.2  to  the  1994  Form  10-K 

4.1 

Certificate  of  Incorporation  . 

See  Exhibits,  3.1  and  3.1.1 

4.2 

By-Laws  • 

See  Exhibit  3.2 

4.3 

Rights  Agreement,  dated  as  of  December  19, 
1994,  between  the  Company  and  the  Bank  of 
New  York,  as  rights  agent  .  ■  , 

Exhibit  4.3  to  the  1994  Form  10-K 

4.4 

Indenture,  dated  as  of  December  15,  1994, 
between  the  Company  and  State  Street  Bank 

Exhibit  4.1  to  the  Company’s  Registration 
Statement  on  Form  S-3  (Registration 

■and  Trust  Company  (successor  to  The  First  -No.  33-88328)  filed  on  January  9,  1995 

National  Bank  of  Boston),  as  Trustee  ’ 
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Exhibit 

Number 

4.4.1 

4.4.2 

4.4.3 

4.4.4 

4.4.5 

4.5. 

4.5. ) 

4.5.2 

4.5.3 

4.5.4 

4.6  , 


Description 

Third  Supplemental  Indenture,  dated  as  of 
January  23,  1995,  between  the  Company  and 
State  Street  Bank  and  Trust  Company 
(successor  to  The  First  National  Bank  of 
Boston),  as  Trustee 

Fifth  Supplemental  Indenture,  dated  as  of 
October  6,  1995,  between  the  Company  and  • 
State  Street  Bank  and  Trust  Company 
(successor  to  The  First  National  Bank  of 
Boston),  as  Trustee 

Seventh  Supplemental  Indenture,  dated  as  of 
May  22,  1996,  between  the  Company  and 
State  Street  Bank  and  Trust  Company 
(successor  to  The  First  National  Bank  of 
Boston),  as  Trustee 

Eighth  Supplemental  Indenture,  dated  as  of 
July  14,  1997,  between  the  Company  and  State 
Street  Bank  and  Trust  Company  (successor  to 
The  First  National  Bank  of  Boston),  as  Trustee 
Ninth  Supplemental  Indenture,  dated  as  of 
July  14,  1997,  between  the  Company  and  State 
Street  Bank  and  Trust  Company  (successor  to 
The  First  National  Bank  of  Boston),  as  Trustee 
Indenture,  dated  as  of  September  10,  1997, 
between  the  Company  and  Citibank,  N.A.,  as 
Trustee 

First  Supplemental  Indenture,  dated  as  of 
February  6,  1998,  between  the  Company  and 
Citibank,  N.A.,  as  trustee 
Second  Supplemental  Indenture,  dated  as  of 
August  26,  1998,  between  the  Company  and 
Citibank,  N.A.,  as  Trustee  . 

Third  Supplemental  Trust  Indenture,  dated  as 
of  March  24,  1999,  between  the  Company  and 
Citibank,  N.A.,  as  Trustee 
Fourth  Supplemental  Trust  Indenture,  dated  as  • 
of  June  6,' 2000,  between  the  Company  and 
Citibank,  N.A.,  as  Trustee 
Series  D  Warrant  Agreement  , 


Document  if  Incorporated  by  Reference 

Exhibit  4.4.1  to  the  1994  Form  10-K 


Exhibit  2  to  the  Company’s  Registration 
Statement  on  Form  8-A,  dated  October  4,  1995 


Exhibit  4  to  the  Company’s  Current  Report  on 
Form  8-K,  dated  as  of  May  21,  1996 


Exhibit  2  to  the  Company’s  Current  Report  on 
Form  8-K  dated  as  of  July  15,  1997  (the 
“July  1997  Form  8-K”) 

Exhibit  3  to  the  July  1997  Form  8-K 


Exhibit  4.4  to  the  Company’s  Amendment 
Number  1  to  Form  S-3  dated  as  of 
September  11,  1997 

Exhibit  2  to  the  Company’s  Current  Report  on 
Form  8-K  dated  as  of  February  6,  1998 

Exhibit  4  to  the  Company’s  Current  Report  on 
Form  8-K  dated  as  of  August  25,  1998 

Exhibit  4.2  to  the  Company’s  Registration 
Statement  on  Form  S-4  (Registration 
No.  333-76795)  dated  as  of  April  22,  1999 
Exhibit  4.1  to  the  Company’s  Current  Report 
on  Form  8-K,  dated  as  of  June  5,  2000 

Exhibit  4.7  to  the  1994  Form  10-K 
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Exhibit 

Number 

10.1 


10.U 


10.2 


10.2.1 


•  V***  '•  .  .*>'  Description 

.‘364  Day 'Credit  Agreement,  dated  as  of 

•  July  28,  .1997,  by  and-.among'  the  Company,  . 
the  Initial  .  Lenders  named  therein,  Citibank, 
N.A.,  .as  Administrative  Agent  and  Paying 
Agent,  The  Chase  Manhattan  Bank,  as  ; 
Administrative  Agent,  Fleet  National  Bank  1 
(successor  in  interest  to  BankBoston,  N.A.),  as 

^Syndication  Agent,  and  the  Bank* of  America, 
National  Trust  &  Savings  Association,  as  ... 

-  Documentation  Agent -v  ,  ■  r 

Third  Amended  and.  Restated  Credit 
\  Agreement;,  dated  as  of  July  24,;  2000,  by  and  .. 
among  the  Company,  the  Initial  Lenders  iit  - 
named  therein,  Citibank,  N. A.,  as, 
Administrative  Agent  and  Paying  Agent,  The 
Chase  Manhattan  Bank,  as  Administrative 
"Agent,  Fleet  National  Bank,5  as  Syndication 
‘Agent?  and  The'Bank  of  America;  N. A.,  as 

•  Documentation  Agent  il'  v 

,  ;-,v  {  K-  ' 

Five-Year  Credit  Agreement,  dated  as  of 
J  July'28,  1997,  by  and  among ; the- Company;'"  - 
the  Initial  Lenders  named  therein.  Citibank, 
N.A:/ as  Administrative  Agent  and  Paying  •‘"•T* 
Agent,  The  Chase  Manhattan  Bank,  as 
,  Administrative;  Agent,  Fleet  National  Bank 
^  (successor.. in  interest  to  , BankBoston, ’N. A.),  as 
Syndication  Agent,  and  .the  Bank  of,  America, 
National  Trust  &  Savings.  Association,  as 
Documentation  Agent  .  \  ‘  ^ 

4,  >  ,»rjc.v:  * .  .  ■  »  -  -. 

Letter  Amendment  to  the  Five-Year  Credit 
Agreement,  dated  as  of  June  29,  1998,  by  and  , 
among  die  Company^ the  Initial  Lenders 
named  therein,  Citibank,  .N.A.',  as  . 
Administrative  Agent  an^Paying  Agent,  The 
Chase  Manhattan  Bank,  as  Administrative  . 
'Agent;  Fleet  National  Bank  (successor  in 
‘  interest  to  BankBoston,  N.A.),’ as  Syndication  '  L 
Agent,  and  the  Bank  of  America,  National 
Trust  '&vSavings’  Association,  as  < 

Documentation  Agent  -  ’ 


Document  if  Incorporated  by  Reference,  i 

Exhibit  10.1  to.the  Company ’.s  .Quarterly 
i_  'Report? on- Form  10-Q  for  the'period  ended 
fit  August  2,;. 1997  (the  “August  1997,. 

;  Form.  10-Q”)* 

-  r  i  C  •  ", 


Exhibit  10.5  to  the  Company’s  Quarterly 
t  Report  on  Form  10-Q  for,  the :  period  ended  •  , 
viuly  29,  2000  (the, {‘July  2000  Form  10-Q”) 


Exhibit  10.2  to  the  August  1997  Form  10-Q 


■  _  .  1  .a:  .  *  -r. 


Exhibit  10.2  to  the  .Company’s  Quarterly 
Report  on  Form  10-Q  for  the  period  ended, 
_  /August  1,  1998  ^ 
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Exhibit 

Number 

,  '  - :  t1  \  Description  ’ 

Document  if  Incorporated  by  Reference 

10.3 

.  Amended  and  Restated  Pooling  and  Servicing 

Exhibit  4.10«to  Prime’s  Current  Report  on 

Agreement,  dated  !as  of  December^,  .1992  . 
(the  “Pooling  and  Servicing  Agreement”), 
among  the  Company,  Prime  Receivables 
Corporation  (“Prime”)  and  The  Chase 
Manhattan  Bank,  successor  to  Chemical  Bank,  ' 

Form'  8-K  (File  No.  0-2118),  dated  March  29, 
_  .1993  "  ....  '  • 

as  Trustee 

s  -  ••  ,  *T  '  .  •*’  •  ; 

10.3.1 

First  Amendment,  dated  as  of  December  1,  ! 

1993,  to  the  Pooling  and  Servicing  Agreement 

Exhibit -10.10.1’ to  the  Company’s,  Annual 
‘Report  on  Form  10-K  (File  No.'  1: 1095 1)  for 

the  fiscal  year  ended  January  29,  1994  (the 

.  t*  •  •  v.  .■  *<'  -t '  am 

“1993  Form  10-K”)  -  ?■  » 

10.3:2 

Second  Amendment,  dated  as  of  February  28; 
1994,  to  the  Pooling  and  Servicing  Agreement 

•Exhibit  10.10.2  to  the  1993  Form  10-K 

’  *.t  -  .  - 

.10.3.3 

Third  Amendment,  dated  as  of  May  31,  1994, 

•  to  the  Pooling  and  Servicing  Agreement 

Exhibit  10.8.3  to  ’the  1994  Form  10-K 

10.3.4 

Fourth  Amendment,  dated  as  of  January  18, 
1995,  to  the  Pooling  and  Servicing  Agreement 

Exhibit  10.6.4  to  the,  Company’s  Annual 
•  Report  on  Form  ,  10-K  (File. No.,  1-13536)  for 

the  fiscal  year  ended  February  3,  1996  (the 

“1995  Form  10-K”)  ‘ 

10. 3^5 

Fifth  Amendment,  dated  as  of  April  30,  1995, 
to  the  Pooling  and  Servicing  Agreement 

Exhibit  10.6.5  to  the  1 995  Form  1 0-K 

10.3.6 

Sixth  Amendment,  dated  as  of  July  27,  1995, 
to  the  Pooling  and  Servicing  Agreement 

Exhibit  10.6.6  to  the  1995  Form  10TK 

,  >:.V  ■%  ’  • 

10.3.7 

Seventh  Amendment,  dated  as  of  May  14, 

1996,  to  the  Pooling  and  Servicing  Agreement  ' 

Exhibit  10.6.7  to' 'the  Company’s  Annual 
.  Report  on  Form  10-K '(File  No.  1-13536)  for 
the  fiscal  year  ended  February  I,  1997  (the 
“1996  Form  10-K”)-  '  4  \  ;  ’ 

10.3.8 

Eighth  Amendment,  dated  as  of  March  3, 

Exhibit  10.6.8  to  the  1996' Form  10-K 

1997,  to  the' Pooling  and  Servicing  Agreement 

* '  • 

10.3.9" 

Ninth  Amendment,  dated  as  of  August  28, 

1997,  to  the  Pooling  and  Servicing  Agreement 

Exhibit  10.1  to  the  Company’s’ Quarterly 
‘  Report’  bn  Form  1 0-Q  for  the  period  ended 
November  1,  1997  (the  “November  1997 
Form  10-Q”)  .  *  '  ‘  ’ 

10.3.10 

Tenth  Amendment,  dated  as  of  August  3, 

1998,  to  the  Pooling  and  Servicing  Agreement 

•  ‘•Tv*4’  ‘ 

Exhibit  10.1  :to  the  Company!  s,  Quarterly 

^.Report  on  Form, 10-Q  for  the  period  ended 
.  October.  3J,  1998.  .  " 

10.3.11 

Eleventh  Amendment,  dated  as  of  March  23, 
2000,  to  the  Pooling  and  Servicing  Agreement 

Exhibit,  10.1  to^the  July,  2000  Form  10-Q 

10.4 

Assumption  Agreement  under  the  Pooling  and 
Servicing  Agreement,  dated  as  of 

Exhibit  10.10.3  to  the  1993  Form  10-K 

September  15,  1993 

14  - 


Exhibit 

Number 

10.5. 

10.6  ’ 
10.6.1 

10.7  _  • 

10.7.1 

10.8 

10.9 


10.10 

10.10.1 

10.11 

10.1 1.1 
10.12 


Description 


Document  if  Incorporated  by  Reference  r 


Series  1992-3. “Supplement;  dated  as  of  ’■ 
■January  5,'  1993,  to  the, Pooling  and  Servicing 
Agreement  r  ,  ,  . 

Series  1995-1  Supplement,  dated  as  of  Julyr27, 
1995,. to  the  Pooling  and  Servicing  Agreement 
First  Amendment  to  Series  1995-1 
Supplement,  dated  as  of  August  28,  1997,  to 
the  Pooling  and  Servicing  Agreement 
Series  1 996- 1;  Supplement;  dated  as 'of 
May  14,  1996,^6  the  Pooling  and  Servicing 
Agreement  *  'r  '•  v,;\  * 

First  Amendment  to  Series' 1996-1 
Supplement,1  dated  as  of  August  28,  1997,'  to 
the  Pooling  and  Servicing  Agreement 


7  Exhibit  4.8  -to  Prime’s  Current  Report  on 
Form  8-K  .(File'  No:  0-2 11 8),-  dated  January  29, 
•1?93  :  '  ,  ..  :• 

Exhibit  4.7  to  Prime’s  Registration  Statement 
on  Form  S-l,. filed  July  14,rl  995,  as  amended  . 
Exhibit  T0:4Yo  the  November  1997  Form  10-Q 

;  .  Exhibit  4  to  Prime’s  Current  Report  on 

•*'  *  Form  8-K  (File  No;  0-2 1 1 1 8), 'dated  May  24, 
1996-  ' 

^  Exhibit J  10.5 'to  ^he  November '.1997  Form  10-Q 


Series  2000-1  Supplement,  dated  as  of 
December  7,  2000,  tolhe  Pooling  and 
Servicing  Agreement’. 

Amended  and  Restated  Pooling  and  Servicing  > 
Agreement  dated  as  of  March  18,  1998  (the 
“Fingerhut  Amended  and  Restated  Pooling  .M 
and  Servicing  Agreement”),  between  Fingerhut..' 
Receivables,  Inc.,  as  Transferor, -Axsys 
National  Bank  (formerly  Fingerhut  National 
Bank),  .as  Servicer,  and' The  Bank  of  New 
York  (Delaware)  as  Trustee  (incorporated  by 
reference-  to  Exhibit  4(d)  to  Fingerhut 
Receivables;  Inc.  Registration. Statement  on  ‘ 
Form  S-l)  '■  ’  .  .«'•  ,  l- 


Exhibit  1  to  Prime’s  Current  Report  on 
'  ~  "  Forinr  8-k~(Fi le  Na  033-52374),  dated 
December  27,' 2000  .  \ 

ir  \  H  •*  'V 

Exhibit  10.8  to  the  .Company’s  Quarterly’, 
Report  on  Foim  1 0-Q  for  the.  period  ended 
May  Cl 999  (the'“May  1999fFormr10-Q”)  > 

-  .  .  ■  •  ti  .  ■  w..'  .  .\V 

■  1  .•  *  '  IV  ,  j'  .4  V  ■  -  ‘  1  ■' 


Series  1998-1  Supplement  dated  as  of 
April  28,  1998- to  the  Fingerhut  Amended  and  . 
Restated  Pooling  and  Servicing  Agreement 
First  Amendment  dated  as  of  March  17,  1 999  - 
to/ Series  1998-1  Supplement 
Series  1998-2  Supplement  dated  as  of  . 

April  28,  1998  to  the  Fingerhut  Amended  and 
Restated  Pooling  and  Servicing  Agreement 
First  Amendment  dated  as  of  March  17,  1999: 
to  Series  ( 1998-2  Supplement  .  .  r  .  v 

Series  1998-3  Supplement  dated  as  of 
April  28,  1998  to  the; Fingerhut  Amended  and 
Restated  Pooling  and  Servicing  Agreement 


i  Exhibit  10.9  to  the -May  1999  Form  10-Q 

Exhibit  10,12  to, the  May,  1999  Form  10-Q  >! 

,  .Exhibit  10.10  to  the  May.  1999 'Form  10-Q 

,  „.  .  ...  h  -  a  ! 

•  ,.<  .  ...  i ,.  >  j  ■  ’  i?  '*  A  .  ,  ■  , 

.  Exhibit  10.*13  to  the  May  1999  Form  10:Q 
,  -Exhibit  10.11  to  the  May  ,1999. Form  10-Q 


Exhibit 

Number 

10.12.  ^ 
10.12.2 

10.12.3 

10.13  " 


10.13.1 

10.13.2 

10.13.3 

10.13.4 

10. 13.5  J 

10.13.6 

10. 13.7 

10.13.8 

10.13.9 


•  i  Description 

First  Amendment  dated  as:  of  .March  17,  1999 
to  Series  *1998-3  Supplement  »  -*f  '  . 

Second  Amendment  to  the  Series'  1998-3 
Supplement;  dated  as  of  July  29,  .1999,  bymnd  * 
among -Fingerhut  Receivables,  Inc.,  as 
,  Transferor,  Axsys  National.  Bank  (formerly 
Fingerhut  National  Bank),  as  Servicer,  and  The , 
Bank  of  New  York  (Delaware),  as  Trustee 
Third  Amendment  to  Series „1 998r3 
Supplement,  dated  as  of  August  28,  2000,  by, 
and -among  Fingerhut  Receivables,.  Inc.,  as 
.  Transferor,  Axsys  National  Bank  (formerly 
named  Fingerhut  National  Bank)," as  Servicer  , 
and  The  Bank  of  New  York  (Delaware),  as  " 
Trustee  '  ’ 

Receivables  Purchase*  Agreement,- dated  as  of 
December  15,  1992  (the ‘.“Receivables 
Purchase  Agreement”),  among  Abraham  & 

'  Straus,1  Inc’.^  BioomingdaleV,  Ihc.\Burdines, 

■'  Inc.,  Jordan  Marsh  "Stores  Corporation, 

’•Lazanis,  Inc.,’  Rich’s  Department  Stores,  Inc., 
Stem’s  Department  Stores,  Inc.,  The  Bon/Incf* 
and  Prime* 

First ‘Amendment,  dated  as  of  June  23,  1993,” 
to  the  Receivables  Purchase  Agreement  ; 
Second  Amendment,  dated  as  of  December  1 , 
1993,  to  the  Receivables  Purchase  Agreement,. 
Third  Amendment,  dated  as  of  February  28, 
1994;,  to  the  Receivables  Purchase,  Agreement 
Fourth- Amendment,  dated  as  of  May  31,  1994, 
to  the  Receivables  Purchase  Agreement 
Fifth  Amendment,  dated  as  of 'April' 30,  1995,' 
to  the.  Receivables  Purchase  Agreement 
Sixth"  Amendment,  dated  as  of  August  26, 

1995,  to  the  Receivables  Purchase  Agreement 
Seventh  Amendment,  dated  as  of  August  26,  * 
1995,  to.  the  Receivables  Purchase- Agreement 
Eighth  Amendment,  dated  as  of  May  14,  1996, 
to  the  Receivables -Purchase  Agreement 
Ninth  Amendment,  dated  as  of  March  3,  1997,  ' * 
to  the  Receivables  Purchase  Agreement. 


Document-if  Incorporated  by  Reference 

Exhibit  10.*14,to‘the  May  1 999* Form  10-Q  ", 
•  '  ■  ■* "  ■  ’•  . 

-  Exhibit  10.2  to  the  July  1999  Form  10-Q 


,  Exhibit  10.1  to  the  Company’s  Quarterly 
,  Report  on  Form  10i-Q  for  the  period  ended 
October  28,  2000  (the  “October  2000 
Form'  10-Q”)* 


Exhibit  10.2  to  dime’s  Registration  Statement 
on  Form  8-A  filed  January  22,  1993,  as 
amended 


.j  *<  •  1  j  » 

/  Exhibit  10. 14.1  to  1993  Form  10-K 

’  *  -  -  •  .  jl-.  . 

* .  Exhibit  10.14.2  to  1993  Form* ,10-K  . 
Exhibit  10.14.3  to  1993  Form  10-K 
Exhibit  il  0.1 3.4  to  the  1994  Form'  10-K 
Exhibit  10.12.5  torthe  1995  Form  10-K 

Exhibit ’10. 13.6  to.  the  1996  Form  10-K 

•  -  "  /  •  >- 

’  ‘Exhibit  10.i3.7to  the  1996  Form  10-K 
■  Exhibit  10.13.8  to  ihe  1996  Form  10-K 
"•'*  Exhibit  10;13;9  To  the  1996  Form  10-K 


Exhibit 

Number 

10.13.10 

10.13.11 

10.13.12 

10.14 

10.15 

10.16 

10.17 

10.18 

10.19 


i  Description 

Tenth  Amendment,  dated  as  of  March  23, 

2000,  to  the  Receivables  Purchase  Agreement  . 
First  Supplement,  dated  as  of  September  15, 

1993,  to  the  Receivables  Purchase  Agreement 
Second  Supplement,  dated  as  of  May  3 1 , 

1994,  to  the  Receivables  Purchase  Agreement 
Amended  and  Restated  Purchase  Agreement 
dated  as  of  March  18,  1998  between  Fingerhut  _ 
Receivables,  Inc.,  as  Buyer  and  Fingerhut 
Companies,  Inc.,  as  Seller  (incorporated  by 
reference  to  Exhibit  10(d)  to  Fingerhut 
Receivables,  Inc.  Registration  Statement  on 
Form  S-l) 

Assignment  and  Assumption  Agreement,  dated 
as  of  August  28,  2000,  by  and  among 
Fingerhut  Receivables,  Inc.,  as  Transferor, 
certain  Purchasers  and  Managing  Agents 
parties  thereto,  and  Bank  of  America,  N.A.,  as 
Administrative  Agent  for  such  Purchasers 
Amended  and  Restated  Bank  Receivables 
Purchase  Agreement  dated  as  of  March  1 8, 

1998  between  Fingerhut  Companies,  Inc,,  as 
Buyer,  and  Axsys  National  Bank  (formerly 
Fingerhut  National  Bank),  as  Seller 
(incorporated  by  reference  to  Exhibit  10(e)  to 
Fingerhut  Receivables,  Inc.  Registration 
Statement) 

Reassignment  of  Receivables,  dated  as  of 
October  27,  2000,  by  and  between  Fingerhut 
Receivables,  Inc.  and  The  Bank  of  New  York 
Depository  Agreement,  dated  as  ofy  7 
December  31,  1992,  among  Deerfield  Funding 
Corporation,  now  known  as  Seven  Hills 
Funding  Corporation  (“Seven  Hills”),  the 
Company,  and  The  Chase  Manhattan  Bank,  as 
Depository 

Liquidity  Agreement,  dated  as  of 
December  31,  1992,  among  Seven  Hills,  the 
Company,  the  financial  institutions  named 
therein,  and  Credit  Suisse,  New  York  Branch, 
as  Liquidity  Agent 


Document  if  Incorporated  by  Reference 

Exhibit  10.2  to  the  July  2000  Form  10-Q 
Exhibit  10.14.4  to  1993  Form  10-K 
Exhibit  10.12.7  to  the  1995  Form  10-K  ' 

Exhibit  10.15  to  the  May  1999  Form  10-Q 

Exhibit  10.3  to  the  October  2000  Form  10-Q 

i  Exhibit  10.06  to  the  May  1999  Form  10-Q 


Exhibit  10.4  to  the  October  2000  Form  10-Q 

Exhibit  10.15  to  Company’s  Annual  Report  on 
Form  10-K  (File  No.  1-10951)  for  the  fiscal 
year  ended  January  30,  1993  (“1992 
Form  10tK”) 

Exhibit  10.16  to  1992  Form  10-K 
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Exhibit 

Number 

10.20 


10.21 


10.21.1 


Description  Document  if  Incorporated  by  Reference 

Pledge  and  Security  Agreement,  dated  as  of  Exhibit  10.17  to  1992  Form  10-K 

December  31,  1992,  among  Seven  Hills,  the 
Company,  The  Chase  Manhattan  Bank,  as  ■  , 

Depository  and  Collateral  Agent,  and  the 
Liquidity  Agent 

Security  Purchase  Agreement,  dated  as  of  .  Exhibit  10.3  to  the  July  1999  Form  10-Q 
July  30,  1998,  by  and  among  Fingerhut 
Receivables,  Inc.  (the  ‘‘Transferor”),  Kitty 
Hawk  Funding  Corporation  (“Kitty  Hawk”),  ' 

Falcon  Asset  Securitization  Corporation 
(“Falcon”),  Four  Winds  Funding  Corporation 
(“Four  Winds”  and,  collectively  with  Kitty 
Hawk  and  Falcon,  the  “Conduit  Purchasers”), 

Bank  of  America,  N.A.  (“BofA”  or  the 
“Administrative  Agent”),  The  First  National 

Bank  of  Chicago  (“First  Chicago”),  ■  ‘ 

Norddeutsche  Landesbank  Girozentrale,  New 

York  Branch  and/or  Cayman  Island  Branch 

(“Norddeutsche”),  and  Commerzbank 

Aktiengesellschaft,  Chicago  Branch 

(“Commerzbank”  and  collectively  with  BofA,  *  .  ’ 

First  Chicago  and  Norddeutsche,  the  - 

“Alternate  Purchasers”  and  collectively  with 
BofA  and  First  Chicago,  the  “Managing 
Agents”) 

First  Amendment  Agreement  to  Fingerhut  Exhibit  10.4  to  the  July  1999 ‘Form  10-Q 

Receivables,  Inc.  Security  Purchase 

Agreement,  dated  as  of  July  29,  1999,  by  and  *  * 

among  Fingerhut  Receivables,  Inc.,  Kitty 

Hawk,  Falcon,  Four  Winds,  the  Conduit 

Purchasers,  the  Alternate  Purchasers  and  the 

Managing  Agents  . 
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Exhibit 

Number 

10.21.2 


10.21.3 

10.22 

10.23 

10.24 

>10.25 


.  Description^ 


Document  if  Incorporated  by  Reference 


Second -Amendment  Agreement  to  Fingerhut 
Receivables,  Inc.  Security  Purchase 
Agreement,  dated  as  of  July  20,  2000,  by  and 
among  Fingerhut  Receivables,  Inc.,  Kitty 
Hawk  Funding  Corporation,  Falcon  Asset  '* 
Securitization  Corporation,  Four  Winds 
Funding  Corporation,  Bank  of  America,  N.A., 
Bank  One,  NA  (Main  Office  Chicago), 
Norddeutsche  Landesbank  Girozentrale,  New  •  , 

York  Branch  and/or  Cayman  Island  -  Branch, 
and  Commerzbank  Aktiengesellschaft,  Chicago 
Branch 

Third  Amendment  Agreement  to  Fingerhut 
Receivables,  Inc.  Security  Purchase 
Agreement,  dated  as  of  August  28,  2000,  by 
and  among  Fingerhut  Receivables,  Inc.,  Quincy 
Capital  Corporation,  Falcon  Asset 
Securitization  Corporation,  Four  Winds 
Funding  Corporation,  Bank  of  America,  N.A., 
Bank  One,  NA  (Main  Office  Chicago),  and 
Commerzbank  Aktiengesellschaft,  Chicago 
Branch  . 

Commercial  Paper  Dealer  Agreement,  dated  as 
of  December  31,  1992,  among  Seven  Hills,  the 
Company,  and  Goldman  Sachs  Money 
Markets,  L.P. 


Exhibit  10.6  to  the  July '2000  Form  10-Q  - 

•  l:  • 


•„  t  r.  tri, 

Exhibit  10.2  to  the  October  2000  Form  10-Q 


,  Exhibit  10.18  to  1992  Form  10-K 


Commercial  Paper  Dealer  Agreement,  dated,  as  Exhibit  10.1 9  , to  1992'  Form  10-K  . 

of  ( December,  31,  lSJ92,>among  Seven  Hills, .the 

Company,  and  Shearson  Lehman  Brothers,;  Inc. ,  (  ( 

Receivables  Purchase  Agreement,  dated  as  of  <•.  Exhibit  10.19  to  the  1996  Form  lO^K 
January  22,  1997,  among  FDS  Bank  (formerly  P*  ‘ .  <  -.*  L  '*  * 

knowmas  FDS  National  Bank)  and  Prime  II  .  ,  •.  j  '  i  .  •  .  ....  . . , 

Receivables  Corporation  (“Prime  II”) 

Class  A  Certificate  Purchase  Agreement,  dated  •  Exhibit  10.20  to  the  1996  Form'10-K 
as  of  January  22,  4997,  among  Prime  II,  FDS  ....  — 

Bank  (formerly  known  as  FDS  National  Bank),  .  ’  ;  .  >  •  ,> 

The  Class  A  Purchasers  Parties  thereto  and  t.  - 1  • 

Credit  Suisse  First  Boston,  New  York  Branch,  •  •  -  1 i  ; 

as  Agent  j  ■ , .  ,,  •  i; 
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Exhibit 

Number 

10.26  , 


10.27 


10.27.1 


10.27.2 


10.28 


10.28.1 


.  Description/ 

Class  B  Certificate  Purchase  Agreement,  dated 
as  of  January  22,  1997,  among  Prime  II,  FDS 
Bank  (formerly  known  as  FDS  National  Bank), 
The  Class  B  Purchasers  Parties  thereto  and 
Credit  Suisse  First  Boston,  New  York  Branch, 
as  Agent 

Class  A  Certificate  Purchase  Agreement,  dated 
as  of  July  6,  1999,  by  and  among  Prime  II,  as 
Transferor,  FDS  Bank  (formerly  known  as 
FDS  National  Bank),  as  Servicer,  The  Class  A 
Purchasers,  and  PNC  Bank,  National 
Association,  as  Agent  and  Administrative 
‘Agent  • 

First  Amendment  to  Class  A  Certificate 
Purchase  Agreement,  dated  as  of  August  3, 

1999,  by  and  among  Prime  II,  as  Transferor,' 
FDS  Bank  (formerly  known  as  FDS  National 
Bank),  as  Servicer,  The  Class  A  Purchasers, 
and  PNC  Bank,  National  Association,  as  Agent 
and  Administrative  Agent 

Second  Amendment  to  Class  A  Certificate 
Purchase  Agreement,  dated  as  of  October  10, 

2000, *  by  ’and  among  Prime  II,  as’ Transferor,  •  ' 
FDS  Bank  (formerly  known  as  FDS  National 
Bank),  as  Servicer,  Market  Street  Funding 
Corporation,  as  Class  A  Purchaser,  and  PNC 
Bank,  National -Association,  as  Agent 

Class  B  Certificate  Purchase  Agreement,  dated 
as  of  July  6,  1999,  by  and  among  Prime  II,  as 
Transferor,, FDS  Bank  (formerly  known  as  , 
FDS  National  Bank),  as  Servicer,  The  Class  A . 
Purchasers,  and  PNC  Bank,  National 
Association,  as  Agent  and  Administrative 
, Agent  •  t 

First  Amendment  to  Class  B  Certificate  ■  , 
Purchase  Agreement,  dated  as  of  August  3,'  . 
1999,  by  and  among  Prime  II,  as  Transferor,  ■ 
FDS  Bank  (formerly  known  as  FDS  National 
Bank),  as  Servicer,  The  Class  A  Purchasers, 
and  PNC  Bank,  National  Association,  as  Agent 
and  Administrative  Agent 


Document  if  Incorporated  by  Reference 

Exhibit  10.21  to  the  1996  Form  10-K 

Exhibit  10.6  to  the  July  1999  Form  10-Q 

Exhibit  10.7  to  the  July  1999  Form  10-Q 


*  Exhibit"  10.8*  to  the  July  1999  Form  10-Q 

Exhibit. 10.9  to  the  July  1999  Form  10-Q 

'•  ’  ■  :  t-  •- 
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Exhibit 

Number 

10.28.2. 


10.29  ,* 

10.30 

10.30.1 

10.31- 

10.31.1 

10.32 

10.33 

10.34 

10.35 

10:36 

10.37 


V  .  <  . Description  t  Document  if  Incorporated  by  Reference 

;  Second  Amendment  to  Class  B  Certificate  ■:  ■  .  .  .  .  ,t  .  .  ,, 

Purchase  Agreement,  dated  as  of  October  10, 

2000,  by  and  . among  Prime  II,’ as -Transferor,  >■’ . 

FDS  Bank  (formerly  known  as  FDS  National  •  .  -  t  , ,  ' 

Bank),  as  Servicer,  Market -Street  Funding  ,K 

Corporation,  as  Class  B,  Purchaser,  and  PNC  i; 

Bank,  National  Association,  as  Agent 

Pooling  and.Servicing  Agreement,  dated  as  of.. ;  ..  ^Exhibit  10.22  toj the  1996  Form.lO-K 


.  January  22,’  1997,. (the ; “Prime  IF.Pooling  and  *: 
Servicing  Agreement’’)  (among  Prime  II,  FDS 
Bank  (formerly  known  as' FDS  National  Bank) 
and  The  Chase  Manhattan  Bank,  as  Trustee 
Series  1997-1  Supplement,  dated  as  of  *’■ > 
January  22,  1997,  to  the  Prime  II  Pooling  and 
Servicing  Agreement  u 

First  Amendment  to  Series  1997-1  Variable'  '' 
Funding  Supplement,  dated  as  of  June  19,  ? 

2000,  to  the  Prime  II  Pooling  and  Servicing' 
Agreement  - 

Series  1999-1  Variablei' Funding  Supplement''^ 
dated  as  of  July  6,  1999,  to  the  Prime  II 
Pooling  and  Servicing  Agreement 
'First  Amendment  to* Series  1999-1  Variable 
■  Funding  Supplement,  .dated  as  of  August  l, 
2000,  to  the  Prime  II  Pooling  and  Servicing  -  v 
Agreement 

Commercial  Paper  Issuing  and  Paying  Agent  ' 
Agreement,  dated  as  of  January  30,  1997, 
between. Citibank,. N. At  and  theiGompany 
Commercial  Paper  Dealer  Agreement,  datedias 
of  March  12,.  1999,  between  the  Company,  as 
Issuer,  and* Goldman  Sachs  :&  Co'.,  as  Dealer. 
Commercial  Paper  Dealer  Agreement,  dated  as 
of  March  12,  1999,  between  the  Company,  as 
Issuer,  and  First  Chicago  Capital  Markets,  Inc., 
as  Dealer 


Exhibit  10.23  to  the  1996  Form '10- K 

.  '  *1  «,«■  ■  ;  ,  . 

Exhibit  10.4  to 'the  July  2000  Form  10-0 

t  .  *  '  Yt>>  -  '*  .  *  ..4  1 

;  *.  . 

Exhibit  10.5  fir  the  July  *1999  Form^lO-Q  * 
Exhibit-1 10.3  to  the  July  2000  Form  1 0-Q  • 


‘  *  'Exhibit  10.25  to  the  *1996  Form  T0-K 

'  *  '/*  *'1  r" 

Exhibit  10.2  to  the  May  1999^01™  10-Q 

•/.  -•  j  .  t:  -  • 

^Exhibit  10.3  to' the  May  1999  Form  10-Q 


Commercial  Paper  Dealer  Agreement,  dated*  as"  ,  'Exhibit  10.4, to  the  May’‘l999  Form  10-Q 
of  March  12,  1999,  between  the  Company,  as  :  '  -  "•  '  * 

Issuer,  and  Chase  Securities  Inc.,  as  Dealer 

Tax  Sharing  Agreement  Exhibit  *10.10  to  Form  *10 

Ralphs  Tax  Indemnification  Agreement  Exhibit  1 0.1  to  Form  10 
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Exhibit 

Number 

10.38 

.10.39 

10.40 

10.41  ^ 

10.42 

10.43 

10.44 

10.45 


,  ,  Description 

Account  Purchase  Agreement  dated  as  of 
May  10,  1991,  by  and  among  Monogram  i 
Bank,  USA,  Macy’s,  Macy  Credit  Corporation, 
Macy  Funding,  Macy’s  California,  Inc., 

Macy’s  Northeast,  Inc.,  Macy’s  South,  Inc., 
Bullock’s  Inc.,  I.  Magnin,  Inc.,  Master 
Servicer,  and  Macy  Specialty  Stores,  Inc.  ** 
Amended  and'  Restated  Credit  Card  Program 
Agreement,  dated  as  of  June  4,  1996,  among 
GE  Capital  Consumer  Card  Co.  (“GE  Bank”), 
FDS  Bank  (formerly  known  as  FDS  National 
Bank),  Macy’s  East,  Inc.,  Macy’s  West,  Inc., 
Bullock’s,  Inc.,  Broadway  Stores,  Inc.,  FACS 
Group,  Inc.,  and  MSS-Delaware,  Inc.  ** 
Amended  and  Restated  Trade  Name  and 
Service  Mark  License  Agreement,  dated  as  of 
June  4,  1996,  among  the  Company,  GE  Bank 
and  General  Electric  Capital  Corporation  (“GE 
Capital”) 

FACS  Credit.Services  and  License  Agreement, 
dated  as  of  June  4,  1996,  by  and  among  GE 
Bank,  GE  Capital  and  FACS  Group,  Inc.  ** 
FDS  Guaranty,- dated  as  of  June  4,  1996 
GE  Capital  Credit  Services  and  License 
Agreement,  dated  as  of  June  4,  1996,  among 
GE  Capital,  FDS  Bank  (formerly  known  as 
FDS  National  Bank),  the  Company  and  FACS 
Group,  Inc.  ** 

GE  Capital/GE  Bank  Credit  Services 
Agreement,  dated' as  of  June  4,  1996,  among 
GE  Capital  and  GE  Bank  ** 

Amended  and  Restated  Commercial  Accounts 
Agreement,  dated  as  of  June  4,  1996,  among 
GE  Capital,  the  Company,  FDS  Bank 
(formerly  known  as  FDS  National  Bank), 
Macy’s  East,  Inc.;  Macy’s  West,  Inc,, 
Bullock’s,  Inc..*  Broadway  Stores,  Inc.,  FACS 
Group,  Inc.  and  MSS-Delaware,  Inc.  ** 


Document  if  Incorporated  by  Reference 

Exhibit  19:2  to  Macy’s  Quarterly  Report  on 
Form  10-Q  for  the  fiscal  quarter  ended  May  4, 
1991  (File  No.  33-6192),  as  amended  under 
cover  of  Form  8,  dated  October  3,  1991 
(“Macy’s  May  1991  Form  10-Q”) 


.Exhibit  10. 1  to  the  Company’s  Quarterly  * 
Report  on  Form  10-Q  for  the  period  ended 
August  3,  1996  (the  “August  1996 
Form  10-Q”) 


Exhibit  10.2  to  the  August  1996  Form  10-Q 


Exhibit  10.3  to  the  August  1996  Form  10-Q 


Exhibit  10.4  to  the  August  1996  Form  10-Q 
Exhibit  10.5 , to  the  August  1996  Form  10-Q 

Exhibit  10.6  to  the  August  1996  Form  10-Q 

Exhibit' 10.7  to  the  August  1996  Form  10-Q 
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Exhibit 

Number 

10.46 

10.47 

10.48' 

10.49 

10.50 

10.51 

10.52 

10.53 

10.54 

10.55 

10.56 

10.57 

10.58 

10.59 


.  >  y  Description 

Agreement  and  Plan  of  Merger,  dated  as  of 
February  10,  1999,  among  the  Company, 
Bengal  Subsidiary  Corporation  and  Fingerhut 
Companies,  Inc.  (incorporated  by  reference  to 
Exhibit%(c)(I)  of  the  Schedule.  14D-1,  filed  by 
the  Company  and  Bengal  on  February  18,  . 

1999) 

1992  Executive  Equity  Incentive  Plan  * 


1995  Executive  Equity  Incentive  Plan,  as  . 
amended  and  restated  as  of  May  19,  2000  * 

•  1992  Incentive  Bonus  Plan,  as  amended  and 
restated  as  of  May  *19,  2000  ,* 

Form  of  Severance  Agreement  * 

Form  of  Indemnification  Agreement  * 

Senior  Executive  Medical  Plan  * 

Employment  Agreement,  dated  as  of 
August  27/  1999,  between  James  M. 
Zimmerman  and  the  Company  * 

Employment  Agreement,  dated  as  of  April  1, 
2000,  between  Terry  J.  Lundgren  and  the 
Company  * 

Form  of  Employment  Agreement  for 
Executives  and  Key  Employees  * 

Form  of  Severance  Agreement  (for  Executives 
and  Key  Employees  other  than  the  Executive 
Officers)  * 

Form  of  Second  Amended  and  Restated 
Severance  Agreement  (for  the  Executive 
Officers)  * 

Supplementary  Executive  Retirement  Plan,  as 
amended  and  restated  as  of  January  1,  1997  * 
Executive  Deferred  Compensation  Plan,  as 
amended  * 


Document  if  Incorporated  by  Reference 

Exhibit.  10.1  to  the  May  1999  Form  10-Q 


Exhibit  10.12  to  the  Company’s  Registration 
Statement  on  Form  10  filed  . November  27,  ,  . 

199 1, ‘as  amended 

Appendix  A  to  the  Company’s  proxy  statement 
on  Schedule  14A,  filed  April  19,  2000  (the 
“  1999  Proxy  ^Statement”)  ( _ 

Exhibit  B  to  the  1999  Proxy  Statement  ? 

Exhibit1 10.33  tolthe  1994  Form  10-K 
Exhibit  10.14  to  Form  10  .  *  * 

Exhibit  10.1.7  to  the  Company’s  Annual 
Report' on  Form  TO- K  (File  No.  1-163)  for  the 
fiscal  year  ended  February  3,  1990 
Exhibit  10.50  to  the  Company’s  Annual 
Report  on  Form  10-K  for  the  fiscal  year  ended 
January  29,  2000 

Exhibit  .  10.1  to  the  Company’s  Quarterly 
Report  on  Form  10-Q  for  the  period  ended 
April  29,  2000  ’  *  *  . 

Exhibit  10.31  to  1993  Form  10-K 

Exhibit  10.44  to  the  Company’s  Annual 
Report  on  Form  10-K  for  the  fiscal  year  ended 
January  30,  1999  (the  “1998  Form  10-K”) 
Exhibit  10.45  to  the  1998  Form  10-K 

Exhibit  10.46  to  the  1996  Form  10-K 
Exhibit  10.47  to  the  1996  Form  10-K 
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Exhibit 

Number 

*  •  ‘  i  *  ■*.  Description : 

Document  if  Incorporated  by  Reference 

10.60  •  , 

*  Profit  Sharing  40  l(k)  Investment1  Plan 
(amending  and  restating  the  Retirement 

Income  and  Thrift  Incentive  Plan)  effective  as 
of  April!.  1997  * 

Exhibit  '10.48  to.  the  1996  Form  10-K 

■r:  'l  i  l  1 

10.61 

Cash  Account  Pension  Plan  (amending  and  ' 
restating  the  Company  Pension  Plan)  effective 
as  of  January  1,  1997  * 

Exhibit  10.49  to  the  1996  Form  10-K 

21 

Subsidiaries  '  -  -  '■  -* 

>  i  • 

22 

Consent  of  KPMG,  LLP 

23 

Powers  of  Attorney,  \ 

*  Constitutes  a  compensatory  plan  or  arrangement. 

**  Confidential  portions  of  this  Exhibit  were  omitted  and  filed  separately  with  the  SEC  pursuant  to 
Rule  24b-2  under  the  Exchange  Act.. 


(b)  Reports  on  Form  8-K.  -  /•  -e.  . 

.  ...  (i)  Current  report  on  Form  8-K,  dated  December  1,  2000,  reporting  matters  under  items  5  and  7  thereof. 
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FEDERATED  DEPARTMENT  STORES,  INC. 
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Dennis  J.  Broderick 

,  Senior  Vice  President,  General  Counsel  and  Secretary 
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Mama  C.  Whittington  v 


Director 

Director 

Director 
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MANAGEMENT’S  REPORT 


To  the  Shareholders  of 
Federated  Department  Stores,  Inc.: 

The  integrity  and  consistency  of  the  consolidated  financial  statements  of  Federated  Department  Stores, 
Inc.  and  subsidiaries,  which  were  prepared  in  accordance  with  accounting  principles  generally  accepted  in  the 
United  States  of  America,  are  the  responsibility  of  management  and  properly  include  some  amounts  that  are 
based  upon  estimates  and  judgments. 

The  Company  maintains  a  system  of  internal  accounting  controls,  which  is  supported  by  a  program  of 
internal  audits  with  appropriate  management  follow-up  action,  to  provide  reasonable  assurance,  at  appropriate 
cost,  that  the  Company’s  assets  are  protected- and  transactions  are  properly  recorded.' Additionally,  the 
integrity  of  the.  financial  accounting  system  is  based  on  careful  selection  and  training  of  qualified  personnel, 
organizational  arrangements  which  provide  for  appropriate  division  of  responsibilities  and  communication  of 
established  written  policies  and  procedures. 

The  consolidated  financial  statements  of  the  Company  have  been  audited  by  KPMG  LLP,  independent 
certified  public  accountants.  Their  report  expresses  their  opinion  as  -to  the  fair  presentation,  in  all  material 
respects,  of  the  financiaLstatements  and  is  based  upon  their  independent  audits  conducted  in  accordance  with 
auditing  standards  generally  accepted  in  the  United  States  of  America.  *  - 

The  Audit  Review  Committee,  composed  solely  of  outside  directors,  meets  periodically  with  the 
independent  certified  public  accountants,  the  internal  auditors  and  representatives  of  management  to  discuss 
auditing  and  financial  reporting  matters.  In  addition,  the  independent  certified  public  accountants  and  the 
Company’s  internal  auditors  meet  periodically  with  the  Audit  Review  Committee  without  management 
representatives  present  and  have  free  access  to  the  Audit  Review  Committee  at  any  time.  The  Audit  Review 
Committee  is  responsible  for  recommending  to  the  Board  of  Directors  the  engagement  of  the  independent 
certified  public  accountants,  which  is  subject  to  shareholder  approval,  and  the  general  oversight  review  of 
management’s  discharge  of  its  responsibilities  with  respect  to  the  matters  referred  to  above. 

James  M.  Zimmerman 

Chairman  and  Chief  Executive  Officer 

Karen  M.  Hoguet 

Senior  Vice  President,  Chief  Financial  Officer 

Joel  A.  Belsky 

Vice  President  and  Controller 
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INDEPENDENT  AUDITORS’  REPORT.  * 

The  Board  of  Directors  and  Shareholders  ’  -T s* ’ ->  ■  .» 

Federated  Department  Stores,  Inc.:  ' 

We  have  audited  die  accompanying  consolidated  balance  sheets  of  Federated  Department  Stores,  Inc.  and 
subsidiaries  as  of  Febmary  3, .2001  and  January ‘29, -2000,  and  the  related  consolidated  statements  of  ■  , 

operations,  changes  in  shareholders’  equity  and  cash  flows  for  the  fifty-three  week  period  ended  February  3, 
2001  and  the  fifty-two  week ‘periods  ended  January  29,  2000  and  January  30,  1999.,  These  consolidated 
financial  statements  are  the  responsibility  of  management.  Our  responsibility  is  to  express  an  opinion  on  these 
consolidated  financial  statements  based  on  our  audits.  -  ’  '  .  ■  , 

We  conducted  pur  audits  in  accordance  with  auditing  ’standards  generally' accepted  in  the  United  States 
of  America.  Those* standards  require  that  we  plan  and  perform  the  audit  to  obtain  reasonable  assurance  about 
whether  the  financial  statements  are  free  of  material  misstatement.  An  audit  includes  examining,  on  attest  i  ; 
basis,  evidence  supporting,  the  amounts  and 'disclosures  in  the  financial  statements;  An  audit -also  includes 
assessing  the  accounting  principles  used  and  significant  estimates  made  by  management,  as  well  as  evaluating 
the  overall  financial  statement' presentation.  Webelieve  that  our  audits  provide  a  reasonable. basis  for  our  A 
opinion. 


In  our  opinion,  the  consolidated  financial'statemenis  referred  to  above  present  fairly,  in  all  material 
respects,  the  financial  position  of  Federated  Department  Stores,  Inc.  and  subsidiaries  as  of  February  2001 ' 
and,  January  29,  2000,  and  the  results  of  their  operations  and  their  cash  flows  for  the  fifty-jthree  week  period 
ended  February  3,  2001  and  the  fifty-two  week  periods  ended  January  29,  2000  and  January  .  30,  1999,  in 
conformity 'with  accounting  principles  generally  accepted  in  the  United  States  of  America. 

•  .  KPMG  LLP  .  -  . 

■  ir  '  ,  -  *  *  ;  ■  .  r-.fi*  '  * 

Cincinnati,  Ohio  . 

February  27,  2001  ,  >  «*.**-*  -  1  - 

’Ll...  /  ",  "  !'‘ 


F-3 


FEDERATED  DEPARTMENT  STORES,  INC. 


CONSOLIDATED  STATEMENTS  OF  OPERATIONS  , 
(millions,  except  per  share  data) 


■  .  ■  ■  ■  ‘j  *■  ■'  *■ 

*  '•  *  »  . 

Net  sales . .  . . .  . 

53  Weeks  Ended 
February  3,  2001 

$18,407'* .  . 

■  . 

■  *:  *  ‘ 

52  Weeks  Ended 
January  29,  2000 

!  .(  * 4  - 

$17,716  .  , ; 

,  52  Weeks  Ended 
*  January  30,  1999 

$15,365 

Cost  of  sales:  ‘  ’ .  '  '  ‘  '  ]  ' 

■ ".-•‘V  't ■  .,i  ; 

Recurring . .  . . . . 

10,872  ‘ 

10;443 

9,218 

Inventory  valuation  adjustments  related  to  Fingerhut. 

.Hr 

restructuring . . . . . 

.  35 

• 

Total  cost  of  sales  .  ........ ....... . .  .....  ..... . 

•  10,907 

^.10,443*  , 

9,218. 

Selling,  general  and  administrative  expenses".  ’. .  *.  .  . '!  .\ 

6,023 

-5,5.72  ••  •- 

>  -  4,692  ' 

Asset  impairment  aitd  restructuring  charges  . 

'927  * 

‘  VI"  -  ' 

:  it  \Ty z 

Operating  income . i  : . .  .  . 

550 

1,701.  ‘ 

l,455 

Interest  expense  . . . .  . 

(444) 

.  ,  (368)  .. 

(304) 

Interest  income . . . . . v . 

7.  . 

13  •“ 

'  .■  ’02  . 

Income  before  income-taxes  and  extraordinary  item  . . ; 

••i  '  '113 

1,346  ^ 

’  i;i63»»  - 

Federal,  state  and  local  income  tax  expense  ' 

>  *  (297) 

(551) 

■  ;'(478)  •  *l 

Income  (loss)  before  extraordinary  item . . . 

‘  (184) 

795 

685 

Extraordinary  item  . . . . 

- 

(23):- 

Net  income  (loss) . . . 

$  (184) 

$ _ 795 

■  '  .  $  662  H 

Basic  earnings  (loss)  per  share: 

i 

.  ’  ■  rv 

Income  (loss)  before  extraordinary  item . 

•  $  ’  (-90) 

$  3.78 

$  3.27  : 

Extraordinary  item  . . 

- 

- 

(■H)  . 

Net  income  (loss) . . 

$  (.90)  . 

$  3.78 

$  3:16 

Diluted  earnings  (loss)  per  share: 

r 

.  Income  (loss)  before  extraordinary  item . 

$  (.90) 

$  3.62 

'  $T  3'06 

Extraordinary  item  . . . .' . 

- 

- 

.  (.10) 

Net  income  (loss) . .  . . \  . 

$  (.90) 

$  3.62 

$  2.96- 

The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 
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FEDERATED. DEPARTMENT  STORES,  INC. 

CONSOLIDATED, BALANCE  SHEETS 
(millions) 


.  r  f.  -  February  3, 2001  January  29, 2000 

.  /  ■  ■  ASSETS  yvy{  . 

Current  Assets;  ,  '  ’ .  "*  *  •  .  tv.  ‘  ‘  ,  f 

Cash . . . . ..v.' .  $.,322.,.  $,,,,218... 

Accounts  receivable . . . .  !  -  ;F4,072  4,313 

;  Merchandise  inventories .  3,812  '  3,589 

Supplies  and  prepaid  expenses . . .  -  200 ^  -  230’  '■[ 

Deferred  income  tax  assets. . . . . . . . . .  ,  '294  '  . 1  ;  172 

Total  Current  Assets . • . . '  ,  8,700  ,  ,&■:  8,522  , 

Property  and.  Equipment  -  net . .  X . -,6,830  •  6,828  - 

Intangible  Assets  -  net . „ . . . . . . . .  896  (  1,735 ' 

Other  Assets . . :T’ . . .  586  y  *  607 

,‘V  ■  -Total '  Assets  . . .’ . V . \  .v!?.- . . . . .’ .  $17,012  $17,692 

LIABILITIES  AND  SHAREHOLDERS’ EQUITY  .  -  l’"',"''”  ’ 

Current  Liabilities;  .•  •  ,.*  •  *  ‘ 

Short-term  debt  .  * . ( . i: . . . . . . . . .  v. .  $  1,722  1,284*“ • 

Accounts  payable  and  accrued  liabilities . . . .  2;903w'r  *  3,043  ' 

Income  taxes . . ; .  244'  ,  ‘  .  ‘  225 . 

Total  Current  Liabilities  . . . . . .  V4,1'*  ■  4;869-  ■  ,l.<  ■  4,552  ' 

Long-Term  Debt  . . . . . ... . ... : . . . . . .  #  ,  .4,374  .  4,589 

Deferred  Income  Taxes',.! .  . . v ...t . : . . : . '  *  '  ,  1,393  1,444 

Other  Liabilities . . . . . ,, .  '554  '  .  •  555 

Shareholders’  Equity . . . . . .  5,822  .  :  ..  i.  6,552. 

1  A  Total  Liabilities  and  Shareholders’  Equity  . .  $1>7,Q12;-  .  ,s  $17,692 

’  The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 
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*  -  FEDERATED  DEPARTMENT  STORES,  INC 

CONSOLIDATED  STATEMENTS  OF  CHANGES  IN  SHAREHOLDERS’  EQUITY 

(millions) 


;  <  :J.,i  ■ 

Common 

Stock 

Additional 

Paid-In 

Capital 

Accumulated 

Equity 

Treasury 

Stock 

Unearned 

Restricted 

Stock 

Accumulated 

Other 

Comprehensive 
Income  (Loss) 

Total 

Shareholders’ 

Equity 

Balance  at  January  31,  1998  .  . 

$2 

$4,461 

$1,370 

$  (572) 

$(2) 

$  (3)'1 

$5,256 

Net  income . . . . 

•  662 

•  662 

Minimum  pension  liability,  adjustment. 

net  of  income  tax  effect  . . 

■  ■  .CD  ■ 

(7) 

Total  comprehensive  income . . 

.  .  655 

Stock  repurchases . . . 

(591) 

1 

(591) 

Stock  issued  under  stock  plans 

36 

W 

j 

•  30 

Restricted  stock  plan  amortization 

.  1  • 

l 

Deferred  compensation  plan  distributions 

I 

1 

Income  tax  benefit  related  to  stock  plan 

.  * 

activity . . 

13 

13 

Stock  issued  in  conversion  of 

*■' ;  • 

subordinated  notes  . . 

(104) 

'  448 

344  , 

Balance  at  January  30n‘  1 999  . 

’  2 

.  4,406 

2,032  • 

.  (720) 

(1) 

(10) 

.  -  5,709 

Net  Income. .  ...  . . ' . . . 

'795  • 

795 

Minimum  pension  liability  adjustment. 

net  of  income  tax  effect  . . . 

*  * 

*  . 

■'  '  '  — 

>  -10 

10 

Total  comprehensive  income  .......... 

■  .  , 

805  * 

Stock  repurchases . •. . 

,(267) 

'  *  w  . 

,.(267) 

Stock  issued  under  stock  plans . 

52 

(4) 

,  (9) 

39 

Stock  .issued  upon  exercise  of  warrants . . 

t 

233 

'  234 

Restricted  stock  plan  amortization  ...... 

•  3 

■/ 

'3 

Deferred, compensation  plan. distributions 

i 

1 

Income  tax  benefit  related  to  stock  plan 

activity . . 

16 

•  -  , 

”  16. 

Equity  issued  in  acquisition . 

_ 12 

_ 12 

Balance  at  January  29,  2000  . 

3  ' 

'  4,719 

'2,827 

(990) 

~d)  ‘ 

1 

6.552 

Net  loss  .' . . . . . 

.  (184) 

,  084) 

Minimum  pension  liability  adjustment, 

net' of  income  tax  effect'. . 

'  ,  '. 

•  (2); 

(2)' 

Total  comprehensive  loss  . .  .• . 

.  .  - 

r>.  .  • 

•  086) 

Stock  repurchases  . . 

(601)' 

(601) 

Stock  issued  under  stock  plans . 

8 

8 

(5)  j 

11 

Stock  issued' upon  exercise, of  warrants 

,35 

35’ 

Restricted  stock  plan  amortization 

6 

6 

Deferred  compensation  plan  distributions 

1 

1 

Income  tax  benefit  related  to  stock  plan 

activity . . . . . . 

_ 4 

_ 4 

Balance  at  February  3,  2001  - . 

$3  “ 

$4,766 

$2,643 

$(1,582) 

m 

$~(2) 

$5,822 

The  accompanying  notes  are  an  integral  part  of  these  Consolidated  Financial  Statements. 
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FEDERATED  DEPARTMENT  STORES,  INC. 

CONSOLIDATED  STATEMENTS  OF  CASH  FLOWS 
(millions) 


Cash -flows  from  operating  activities:  - 

Net  income  (toss)  . . ^ . ; . : . . 

Adjustments  to  reconcile  net  income  (toss)  to  net  cash  provided  by 
operating  activities:  ‘  !* 

Depreciation  and  amortization . . . . . 

Amortization  of  intangible  assets, . . 

Amortization  of  financing  costs  . . . 

Amortization  of  unearned  restricted  stock  . . . 

Asset  impairment  and  restructuring  charges  . . 

Loss  on  early  extinguishment  of  debt . . 

Changes  in  assets  and  liabilities: 

(Increase)  decrease  in  accounts  receivable . . . . . . 

Increase  in  merchandise  inventories  . . 

(Increase)  decrease  in  supplies  and  prepaid  expenses _ ... 

(Increase)  decrease  in  other  assets  not  separately 

identified  . . . 

Increase  (decrease)  in  accounts  payable  and  accrued 

liabilities  not  separately  identified . . . 

Increase  in  current  income  taxes . . 

Increase  (decrease)  in  deferred  income  taxes . 

Increase  (decrease)  in  other  liabilities  not  separately 

identified  .....' . . ! _ ’ . 

Net  cash  provided  by  operating  activities  . . . . 

Cash  flows  from  investing  activities: 

Purchase  of  property  and  equipment  . . *. 

Capitalized  software . . . *  . . . . 

Investments  in  companies . . _ ’. . 

Acquisition  of  Fingerhut  Companies,-  Inc.,  net  of  cash  acquired _ 

Disposition  of  property  and  equipment . 

Collection  of  note  receivable  . . . 

Net  cash  used  by  investing  activities . 

Cash  flows  from  financing  activities: 

Debt  issued  . . . . 

Financing  costs . . . ...  .’. . . 

Debt  repaid  . * . . . 

Increase  (decrease)  in  outstanding  checks .  .  , 

Acquisition  of  treasury  stock  . . 

Issuance  of  common  stock  .* . :..... 

Net  cash  provided  (used)  by  financing  activities  . . 

Net  increase  (decrease)  tn  cash  \  . . .  .■ •; . : . 

Cash  beginning  of  period  . . . ; . : . 

Cash  end  of  period . . . . 

Supplemental  cash  flow  information:  '  - 

lnterest.paid  . . . 

Interest  received . . 

Income  taxes  paid  (net  of  refunds  received)  . *. . ! 


53  Weeks  Ended  52  Weeks  Ended  52  Weeks  Ended 
February  3,  2001  January  29,  2000  January  30,  1999 


$  (184)  , 

$  :  795 

$  662 

.  653  ..  .  * 

,657 

.  ‘  596 

74  *  ' 

78 

27 

7 

-  ■  7  ' 

•  7 

6 

3  ■  . 

l 

.962  . 

..  - 

- 

- 

2*3 ! 

■  r.  *225 

•'  (473) 

235 

(256) 

.  (164), 

(20) 

30 

(27) 

(2). 

(17)  . 

"  (8) 

.  31 

(154)' 

194 

6 

22 

128 

’  1  25 

.  (77)  * 

■  ■  *  64  • 

103 

_ 1(6) 

'9 

'  ’ _ (4) 

1,285  . 

1,263 

1,690 

(742) 

(770) 

(695) 

■(100) 

(52)  • 

(34)  - 

(117)' 

' 

- 

(1,539) 

_ 

72 

46  . 

50 

' 

-  ' 

_ 200 

(804) 

(2,432) 

(445) 

750 

(6) 


1,684  , 
(10) 


(528) 

(650) 

(1,229) 

,  (43) 

.  33 

47 

(603) 

(267)  • 

(5&4) 

'  53 

•290  ' 

46  ’ 

(377) 

1,080 

(1,080) 

104 

(89) 

165 

•  218 

307 

142 

*  $  -  322 

$  218  ' 

$  307 

$  421 

$  348 

$  306 

7 

14 

15 

351 

327  ‘ 

304 

idated  Financial  Statements. 
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FEDERATED  DEPARTMENT  STORES,  INC. 
NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS 


L  Organization  and  Summary  of  Significant  Accounting  Policies 

Federated  Department  Stores,* Inc.  (the  “Company”)  is  a  retail  organization  operating  department  stores 
and  direct-to-customer  businesses  that  sell  a  wide  range  of  products  and  services,  including  men’s,  women’s 
and  children’s  apparel  and  accessories,  cosmetics,  home  furnishings  and  other  consumer  goods. 

The  Consolidated  Financial  Statements  include  the  accounts  of  the  Company  and  its  wholly-owned 
subsidiaries.  The  Company  from  time  to  time  invests  in  companies  engaged  in  complementary  businesses. 
Investments  in  companies  in  which  the  Company  has  the  ability  to  exercise  significant  influence,  but  not 
control,  are  accounted  for  by  the  equity  method.  All  other  investments  are  carried  at  cost.  The  Company’s 
investments  in  companies  engaged  in  complementary  businesses  amounted  to  approximately  $23  million  at 
February  3,  2001  and  $126  million  at  January  29,  2000  (see  Note '  3).  All.  significant  intercompany 
transactions  have  been  eliminated.  The  preparation  of  financial  statements  in  conformity  with  accounting 
principles  generally  accepted  in  the  United  States  of  America!  requires  management  to  make  estimates  and 
assumptions  that  affect  the  reported  amounts  of  assets  and  liabilities  and  disclosure  of  contingent  assets  and 
liabilities  at  the  date  of  the  financial  statements  and  the  reported  amounts  of  revenues  and  expenses  during  the 
reporting  period.  Such  estimates  and  assumptions  are  subject  to  inherent  uncertainties,  which  may  result  in 
actual  amounts  differing  from  reported  amounts. 

Cash  includes  cash  and  liquid  investments  with  original  maturities  of  three  months  or  less. 

Installments  of  deferred  payment  accounts  receivable  maturing  after  one  year  are  included  in  current 
assets  in  accordance  with  industry  practice.  Such  accounts  are  accepted  on  customary  revolving  credit  terms 
and  offer  the  customer  the  option  of  paying  the  entire  balance  on  a  25-day  basis  without  incurring  finance 
charges.  Alternatively,  customers  may  make  scheduled  minimum  payments  and  incur  competitive  finance 
charges.  Minimum  payments  vary  from  2.5%  to  100.0%  of  the  account  balance,  depending  on  the  size  of  the 
balance.  Profits  on  installment  sales  are  included  in  income  when  the  sales  are  made.  Finance  charge  income 
is  treated  as  a  reduction  of  selling,  general  and  administrative  expenses. 

Substantially  all  department  store  merchandise  inventories  are  valued  by  the  retail  method  and  stated  on 
the  LIFO  (last-in,  first-out)  basis,  which  is  generally -lower  than  market.  Direct-to-customer  merchandise 
inventories  are  stated  at  the  lower  of  FIFO  (first-iri,  first-out)  cost  or  market. 

Depreciation  and  amortization  are  provided  primarily  on  a  straight-line  basis  over  the  shorter  of 
estimated  asset  lives  or  related  lease  terms.  Estimated  asset  lives  range  from  15  to  50  years  for  buildings  and 
building  equipment,  3  to  15  years  for  fixtures  and  equipment  and  2  to  5  years  for  capitalized  software.  Real 
estate  taxes  and  interest  on  construction  in. progress  and  land  under  development  are  capitalized.  Amounts 
capitalized  are  amortized  over  the  estimated  lives  of  the  related  depreciable  assets.  The  carrying  value  of 
property  and  equipment  is  periodically  reviewed  and  adjusted  appropriately  by  the  Company  whenever  events 
or  changes  in  circumstances  indicate  that  the  estimated  fair  value  is  less  than  the  carrying  amount.  , 

Intangible  assets  are  amortized  on  a  straight-line  basis  over  their  estimated  lives  (see  Note  8).  The 
Company  reviews  the  carrying  value  of  goodwill  and  other  intangibles  for  impairment  whenever  significant 
events  or  changes  occur  which  might  impair  recovery  of  recorded  asset  costs  (see  Note  3).  The  Company 
assesses  the  recoverability  of  the  carrying  value  of  goodwill  based  upon  estimates  of  future  discounted  cash 
flows  from  related  operations. 
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NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  -  Continued 


Advertising  and  promotional  costs  amounted  to  $1,310  million  for  the  53. weeks  ended: February  3,  2001 
and  $1,219  million  and  $739.  million  for  the  52  week-ended  January  29*2000  and_  January  30,  1999; 

respectively.  Direct- response  advertising' and  promotional  costs  are  deferred  and  expensed  over  the  period 
during  which  the  sales  are  expected  to  occur,  generally  one  to  four  months.  Non-direct  response  advertising  ... 
and  promotional  costs  are  expensed  as  incurred. .  ^  <  . .  '  .  (  ' 

Shipping  and  handling  fees,  and  .costs  do  not  represent  a  significant  portion  of  the- Company;  s  operations 
and- both  items  have  consistently  been  .included  in  selling,  general  and  administrative  expenses..  Shipping  and, 
handling  fees  amounted  30  $296  million,  $268  million  and  ,$38  million  for  the  53  ;weeks  ended  February  .3, 
2001,  the  52  weeks  ended  January  29,  2000  and  the  52  weeks  ended  January  30,  1999,  respectively.  Shipping 
and  handling  costs  amounted  to  $238  million,  $230  million  and  $36  million  for  the  53  weeks  ended 
February  3,  2001,  the  52  weeks  ended  January  29,  2000  and 'the  52  weeks  ended  January  30;  1999,  ^  ^ 

respectively.'  ’  '■  ‘  ,  \  v  ,.  ^  *  {i  ,  .  ..  .  '  : 

Financing  costs  are  amortized  over  the  life  of  the  related  debt.  ^  .  *  ’  -  ‘  /! 

Income  taxes  are  accounted 'for  under  the  asset  and  liability1  method.  Deferred  income  tax  assets  and  ; 
liabilities  are  recognized  for  the  future  tax  consequences  attributable  to"  differences" between  the' financial 
statement  carrying  amounts  of  existing  assets  and  liabilities  and  their  respective  tax  bases,  and  net  operating 
loss  and  tax  credit  carryforwards.  Deferred  income  tax, assets  and. liabilities  are  measured  using  enacted  tax 
rates  expected  to  apply  to  taxable  income,  in,  the,  years  in; which  those  temporary  differences  are  expected  to 
.  be  recovered  or  settled.  The  effect* on  deferred,  income,  tax- assets  and  liabilities, of  a  changefin  tax  rates  is  , ,  . 
recognized  in  income  in  the  period  that  includes  the  enactment  date.  ;...v  .. 

The  Company  accounts  for  its  stock-based  employee  compensation  plan  in  accordance  with  Accounting 
Principles  Board  (“APB”)  Opinion  No.‘  25  and' related  interpretations' (see  Note  T4)’  ' 

S FAS  No.  133-  '“Accounting  for  Derivative  Instruments  and  Hedging ’Activities,”  as  amended  by  SFAS 
No.  137,  “Accounting ‘for  Derivative  Instruments  and  Hedging  Activities -[Deferral  of  the  Effective  Date  of 
FASB  statement  No.  133”  and  SFAS  No.  138  “Accounting  for  Certain  Derivative  Instruments  and  Certain 
Hedging  Activities;”  is  "effective  for  the  Company  as  of  February  4,  2001.  Based  on  die  Company  ’s  minimal 
use  of  derivatives,  the  adoption  of  this  statement' will  not  have  a  material  impact  on  the  Company  s 
consolidated  financial  position,  results  of  operations  or  cash  flows: 

2.  Acquisition 

On  March  18,  4999;  the  Company  purchased;Fihgerhut"Companies/Ihc/(“Fingerhut”),  for  a  purchase 
price  of  approximately  $  l',720  million,  including ‘ the  assumption  of  $  1 25  million  of  debt/ The  Fingerhut 
acquisition  is  being  accounted  for  under  the  purchase®- method  of  accounting.  Accordingly, 'the  Company  s 
results  of  operations  do  not  include  Fingerhut’s  results  of  operations  for  any  fperiodj  prior  to  March  18,  1.999; 
and  the  purchase  price  lias  been  allocated  to  Fingerhut’s  assets  arid  liabilities  based  ^on  the  estimated  fair 
value  of  these  assets*  and  liabilities- as  of  March  18,  ’1999.'  ■  >  *  "■  1  "  .  ' 
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NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  -  Continued 


3.'  Asset  Impairment  and  .  Restructuring  Charges  -  ■  .  , 

During  the  53'  weeks  ended  February  3,^2001,  the- Company  recorded’ asset  impairment  and  restructuring 
charges  related  to  its  Firigerhut  andr  Stem’s  businesses  totaling  $962  million;  $35  million  of  which  are 
included‘in  cost >of, sales.1'  r  *’  y'  '  "•  ,, 

in  response  to  a  significant  credit  delinquency  problem  associated  with'  Fingerhut’s  core  catalog^ 

•  operations,  the  Company  reevaluated  the  long-term  operating  projections  }of,‘ and  performed  an  asset  V- 
impairment  analysis'  for,'  each  Fingerhut  business  This  analysis  included ’projected  future  undiscounted,  arid- 
discounted  cash  flows  disaggregated  for  each  FingerhuV  business  unit  under  a  variety  of  operating  ,  '  1 

assumptions'  'J  *  >  ,  ’•  *»  •  -  .  :  .  * 

Using  undiscounted  projected  future  cash  flows,  management  determined  that  an  impairment  existed  for  , 
.'one  of  the  Fingerhut  businesses,  and  a  write-down  of  certain  fixed  assets  and  goodwill  was  recorded  in 
accordance  with  SFAS  No.  121,  “Accounting  for  the  Impairment  of  Long-Lived  Assets  and  for  Long-Lived 
Assets  to  Be  Disposed  Of.”  Using  discounted  projected  cash  flows  at  a  discount  rate  commensurate  with  the 
Company’s  cost  of  capital,  management  determined  that.an  impairment  existed  at  several  other  Fingerhut 
businesses,  including  the  core  catalog  business,  and  . a  write-down  of  goodwill  and  credit  fiie  intangibles  was 
recorded  in  accordance  with  APB  Opinion  No.  17,  “Intangible  Assets.”..  '  .  ’ 

.  As  a  result  of  the  above,’ the  .Company  recorded  asset  write-downs  of  $673  million  for  goodwill  and 
credit  file  intangibles  arid'$18  million'for  Fingerhut  fixed  assets  duririg^the  53  weeks  ended  February  3,  2001. 
During  this  same  period,  the  Company  recorded  a  writedown  of  $13 1  million  for  certain  public  and  non¬ 
public  Fingerhut  Internet-related  and  other  venture 'capital  investments  as  a  result  of  the  Company’s- 
determination,  based  on, uncertain. financing  alternatives  and.comparisons  to  their  market,  values  or  market 
values  of  similar  publicly  traded  businesses^ that  these  equity  investments  were. permanently  impaired., 

.The  Company  also  recorded  $86  million  of. restructuring  costs  during  2000  related  to  the  downsizing  of 
the  Fingerhut  core  catalog  operations,  including  $35  million  of  inventory  valuation  adjustments  as  a  part  of 
cost  of,  sales.  The  remaining  $51  million  of  restructuring,  costs  consists,  of  write-downs  of  property  and  other 
assets  associated  with  the  closing  of  collection  and  call  .centers  and  other  duplicate  facilities  totaling 
$26  million,  an  adjustment  to  the  carrying  value  of  certain  accounts  receivable  associated  with  a  discontinued 
business  amounting  to  $9  million  and  related  severance  C9sts  totaling  $16  million,, of  which  $6  million  had 
been  paid  to  employees  and  $10  million  was  accrued  as  of  February  3,  2001.  The  severance  costs  cover 
approximately  2,100  employees. 

Additionally,  during  the  53. weeks  ended  February  3,  2001,  the  Company  decided  to  close  its  Stem’s 
department  store  division,. converting  19  of  Stern’s  24,  locations  to  Macy’s  and  Bloomingdales,  and  recorded 
asset  impairment  and  restructuring  charges  totajing  $54  million:  Of  this  amount,  $43  million  relates  to 
impairment  losses  of  stores  which  the  Company  expects  to  close  and  sell  before  the  end  of  Fiscal  2001,., 

$5  million!  represents  an  adjustment  to  .the  carrying  value  of  certain  accounts  receivable  which  would  be 
uncollectable  because  of  the  division  closing,  and  $6.  million  relates  to  lease  termination  and  other  liabilities  - 
for  the  stores  the  Company  expects  to  close,  none  of  which  has  been  paid  as  of  February  3,  2001. 
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NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  -  Continued 


4.  Extraordinary  Item  -  *'  ■  ,  ' 

The' extraordinary,  item  for  the  52  weeks  ended  January  30,  1999  represents  costs  of  $23  million,  net  of 
'income  tax  benefit  of  $15  million,  associated  with  a  debt  prepayment. 

5.  Accounts  Receivable 


February  3, 

January  29, 

2001 

2000 

(millions) 

.  $2,435 

$2,335 

1,637 

1,978 

.  $4,072  ’  • 

$4,313  , 

Accounts  receivable  forrFederated,  exc 

ludirig  Fingerhut  and  its  subsidiaries, vis  as  follows; 

>  - ’ 

February  3, 

January  29, 

2001  . 

2000 

'  L  J 

''  •  *  “  (millions) 

Due  from  customer^  . 

.  $2,291 

$2,190 

Less  allowance  for  doubtful  accounts 

.  71 

63 

2,220 

'  '2,127 

Other  receivable^ 

. .  215 

208' 

$2,435 

$2,335.. 

Sales  through  the  Company’s  credit  plans,  excluding  Fingerhut  and  its  subsidiaries,  were  $4,4  i9  million 
for  the  53  weeks  ended  February  3,  2001  and  $4,245  million  and  $4,028  million  for  the  52  weeks  ended 
January  29,  2000  and  January  30,  1999,  respectively.  The  credit  plans  relating  to  certain  operations  of  the 
Company  are  owned  by  a  third  party.  Finance  charge  income,  excluding  Fingerhut  and  its  subsidiaries, 
amounted  to  $349  rriillion  for  the.  53  weeks  ended  February  3; '2001  and  $327  million  and  $345  million  for 

the  52  weeks  ended  January  29,  2000  and  January  30,\1999,  respectively.  . 

»  r  .  ■  *  i  :  .t  "  ;  •  * 

Changes  in  the  allowance  for  doubtful  accounts,  excluding  Fingerhut  and  its  subsidiaries,  are  as  follows:  ' 


53  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

February  3,  2001 

January  29,  2000 

January  30,  1999 

(millions) 

Balance,  beginning  of  year . .  . 

$  63 

$  77 

$  100 

Charged  to  costs  and  expenses  . . 

106 

83 

112 

Net  uncollectible  balances  written  off  .  .  . 

‘(98) 

(97) 

(135) 

Balance,  end  of  year . 

$  71 

*  $_63 

$  77 
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Accounts  receivable  for  Fingerhut  and  its  subsidiaries  is  as  follows: 

February  3,  January  29, 


1  *  •  .  2001  2000 

(millions) 

Due  from  customers .  $2,191  $2  202 

Less  allowance  for  doubtful  accounts .  584  295 

-  •  :  •  1,607  1,907 

Other  receivables .  30  71 


$1,637  $1,978 


Fingerhut  and  its  subsidiaries  operations  are  included  in  the  Company’s  results  from  and  after  the 
March  i8,  1999  acquisitmn  date.  Sales  through  the  Company’s  credit  plans,  for  Fingerhut  and  its  subsidiaries; 
were  $1,460  million  for  the  53  weeks  ended  February  3,  2001  and  $1,481  million  for  the  52  weeks  ended 
January  29,  2000.  Finance  charge, income,  for  Fingerhut  and  its  subsidiaries,  amounted  to  $399  million  for 
the  53  weeks  ended  February  3,  2001  and  $138  million  for  the  52  weeks  ended  January  29,  2000. 

Changes  in  the  allowance  for  doubtful  accounts,  for  Fingerhut  and  its  subsidiaries,  are  as  follows: 

53  Weeks  Ended  52  Weeks  Ended 
February  3,  2001  •  January  29,  2000 
.(millions) 

Balance,  beginning  of  year .  $295 

Balance,  at  acquisition .  _ 

Charged  to  costs  and  expenses  . .  746 

Net  uncollectible  balances  written  off .  (457) 

Balance,  end  of  year . ■. . . .  $534 

6.  Inventories  .  ,  ;  ;  .  ' 

Merchandise  inventories  were  $3,812  million  at  February  3,  2001,  compared  to  $3,589  million  at 
January  29,  2000.  At  these  dates,  the  cost  of  department  store  inventories  .using  the  LIFO  method 
approximated  the  cost  of  such  inventories  using  the  FIFO  method.  The  application  of  the  LIFO  method  did 
not  impact  cost  of  sales  for  the  53  weeks  ended  February  3,  2001  or  the  52  weeks  ended  January  29,  2000 
and  January  30,  1999.  4  ’ 


$  - 
275 
227 
(207) 
$  295 


NOTES  TO  CONSOLIDATED  FINANCIAL  STATEMENTS  -  Continued 


7.  Properties  and  . Leases  V 


Land . . . 

Buildings  on  owned  land' . 

Buildings  on  leased  land  and  leasehold  improvements 

Fixtures  and  equipment  . . 

Leased  properties  under  capitalized  leases . 

Less  accumulated  depreciation  and  amortization - 


February  3, 
2001 

January  29; 
2000 

u->  (millions),  ,.•% 

$1,003.  ” 

.  .  $1‘,02L 

2,461 

.  n  2,467 

1,71 1 

.  1,660 

4,200 

3,831 

73 

‘  73 

9/148 

9,052 

2,618  , 

2,224 

$6,830  • 

-  .$6,828 

In  connection  with  various  shopping  center  agreements,  the  Company  is  obligated  to. operate  certain 
stores  within  the  centers  for  periods  of  up  to  20  years.  Some  of  these  agreements  require  that  the  stores  be 
operated  under  a  particular  name. 

The  Company  leases  a  portion  of  the  real  estate  and  personal  property  used  in  its  operations.  Most  leases 
require  the. Company  to  pay  real  estate  taxes,  maintenance  and  other  executory  costs;  some  also  require 
additional  payments  based  on  percentages  of  sales  "arid  some  contain  purchase  options.  Certain  of  the 
Company’s  real  estate  leases' have  terms  that  extend  for  significant  numbers  of  years  and  provide  for  rental 
rates  that  increase  over  time.  In  addition,  certain  of  these  leases  contain  covenants  that  restrict  the  ability  of 
the  tenant  (typically  a  subsidiary  of  the  Company)  to  take  specified  actions  (including  the  payment  of 
dividends  or  other  amounts  on  account  of  its  capital  stock)  unless  the  tenant  satisfies  ceitain  financial  tests. 

Minimum  rental  commitments  (excluding  executory  costs)  at  February  3,  2001,  for  noncancellable  leases 


Fiscal  year: 

2001  . . . '. . 

-2002  . . . . . . 

2003  . : . .  . . 

2004  . . 

•  2005  . . . 

•  After  2005  . /: . . 

Total  minimum  lease  payments  ..... - v . 

Less  amount  representing  interest .  ■  ■  • 

Present  value  of  net  minimum  capitalized  lease  payments  . 


Capitalized 

Leases 

Operating 

Leases 

Total 

(millions) 

$13 

*  $"  173  . 

$  186, 

11 

*  *153* 

Jv"  i’64 

9 

138 

147 

.  :  8'  • 

♦  V  426.: 

■  134. 

8 

116 

124 

43 

1,845 

1,888 

•  92  . 

$2,551 

t  $2,643 

•  36 

‘“$56 

t  * 
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Capitalized  leases  are  included  in  the  Consolidated  Balance  Sheets  as  property  and  equipment  while  the 
related,  obligation  is  included  in  short-term  ($8  million)  and  long-term  ($48  million)  debt.  Amortization  of 
assets  subject  to  capitalized  leases  is  included  in  depreciation  and  amortization  expense.  Total  minimum  lease 
payments  shown  above  have  not  been  reduced  by  minimum  sublease  rentals  of  approximately  $3  million  on 
capitalized  leases  and  $17  million  on  operating  leases. 

Rental  expense  consists  of:  '  '•  •  *  .  -  *  • 

l  ,  .  '  .  .  •  ■  -ri  r  ,  fi  .  .  ,  ■  ‘  • 

53  Weeks  Ended  ‘  52  Weeks  Ended '  52  Weeks  Ended 

.  :  February  3,  2001  January  29,  2000  January  30,  1999 

r  -  ( t  (millions) 

Real  estate  (excluding  executory  costs) 


Capitalized  leases  - 

Contingent  rentals . ■;*.  $>*'*3  .  .:$■.  3  /.  ■  $.3 

Operating  leases  - 

Minimum  rentals .  169  149  ^44 

■  Contingent  rentals  .  . .-21  ,  .•  ..  t23  *.  -  .  •  /.  -21 

iM.  \  ;  v168 

Less  income  from  subleases  - 

Capitalized  leases  .1. .  -  J3  f  1  '*  .*  '  '  3  »  '  v  -  2- 

Operating  leases  . ........  .  ‘  22  '•  J-*-  •  *'i  20  -19 

..  ,  .  •  V..  25  >  ,  >  >  _23t  -j  .  ^21 

I  il,'\  ■  ‘  ’  $168  -  “  '  •  '$152  -■  ’•  -$147' 


Personal  property  —  Operating  leases  ... .  $  63  v  ;  V  $.50 


8.  Intangible  Assets 

•  ■ » ■ 

Goodwill . 

Identifiable  intangibles . 

Less  accumulated  amortization 


February  3, 
2001 

January  29, 
2000 

(millions) 

$  473 

$1,201* 

719 

802 

.  1,192 

2,003 

296 

"268 

$  896 

■  $1,735' 

Goodwill  is  being  amortized  on  a  straight-line  basis  over  its  estimated  useful  life,  ranging  from  20  to 
40  years.  Identifiable  intangibles  include  tradenames,  customer  lists  and  credit  files  and  are  being  amortized 
on  a  straight- line  basis  over  their  estimated  useful  lives,  ranging  from  7  to  40  years.  The,  Company  reviews 
the  .carrying  value  of  goodwill  and.  other  intahgibles  for  impairment  whenever  significant  events  or  Changes 
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occur  which  might  impair  recovery,  of  recorded  asset  costs  (see  Note  3).  The  Company  recorded  $94  million 
of-tax  benefits  as  a  reduction  to  goodwill  during  the  53  weeks  ended  February  3,  2001  (see  Note  11). 


9.  Financing  ...  •  .  , 

r .  i  i  ■  .  .  .  February  3,  January  29, 

•  ■'  2001  ■  2000 

(millions) 

Short-term  debt: 

,  Receivables  backed  financings  . . .  $1,214.  «  $  885 

v  .  6.125%  Term  Enhanced  ReMarketable  Securities . ' - ' .  350  - 

10.0%  Senior  Notes  due  2001 . . v . .......  110 

•*  v  Commercial  paper  program . : .  .\ . /T . . .  J  .  '40  \  ‘  *393'  *. 

j  Capital  lease  obligations . . . i . .  /.  .... ’  8.  .  ^  “  .6 

\ ••  *  /  ”  '  ,  .$1,722  .7 $1,284^ 

Long-term  debt:  v 

Receivables  backed  financings  . . . t . J . .  $1,526.  $1,624 

8.5%  Senior  notes  due  2003  L. . .  .L.  L  .J.  .....  .  '  450  ‘  *  450' 

8.125%  Senior  notes  due  2002  . ;.  * . . .  400  '  400 ‘ 

6.9%  Senior  debentures  due  2029 . . . .  400  400. 

6.3%  Senior  notes  due  2009* . . . . . f. .  V . . . . V. . .  '  *350  .  350 

8.5%  Senior  notes  due  2010  . . . . .  350  - 

7.45%  Senior  debentures  due  2017 . *  '.  300  ’  300 

7.0%  Senior  debentures  due  2028 . . .  300  300  . 

6.79%  Senior  debentures  due  2027 ?*.=,.  , '•  VV.' .' - ’  250  ^  250* 

6. 125%. Term  Enhanced  ReMarketable  Securities  due  201 1. . . . '  "  -  • 1  *  350‘ 

id.0% '•Senior  notes  due  2001  .  ! .  .l .  ‘. . . . .*7 . . .  —  '  *  1 10  * 

Capital  lease  obligations  . . . .’  1 . . .  .7 . . f  ;  48  '  _ 55 r  ’* 

...  ....  ‘  C  '  '  .f  /  $4,374  $4,589'  ■  - 


Interest  expense  was^as  follows:  * 


53  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

‘ 

February  3,  2001 

January  29,  2000 

January  30,  1999 

(millions) 

Interest  on  debt . .  . .« . 

$434 

$357 

$293  ■ 

Amortization  of  financing  costs . . 

7.  . 

•  |f  <  ,  7  . 

ti  ,.  f  ...  7 

Interest  on  capitalized  leases’,.  :  .  .  .*••• 

_ 7-...  ,  ... 

„,v.V.  '  1  ;  7 

.•  7 

‘  M*  -  '  •  ‘ -  -j  *  ,  >4  ‘  *'= 

448 

371 

*  ■  307*  •  1 

Less  'interest  capitalized  on  construction  . . . . 

♦  ■  »  . i ..it  ty 

'•u'' 

/'vr  3-  ; 

*'  -^_3  1 

•  ■  $444*  h  • 

.  '*M  $368 

$304'.  . 
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.  Future  maturities  of -long-term ‘debt,  other  than  capitalized  leases;  are  shown  below:  i  -  ■  « 

f  -  /  ‘  ,  *  >  !  *  (millions) 

$1,189 
709 
328 

,  400  - 

'  1,700’. 

During  the  53  weeks  ended  February  3,  2001,  the  Company  issued  debt  totaling  $750  million,  consisting 
of  $400  million  of  6.7%  asset  backed  certificates  issued  by  the  Prime  Credit  Card  Master^Trust  and 
$350  million  of  8.5%  Senior  Notes  due  2010.  The  Company  repaid  debt  of  $528  million  in  2000,  consisting 
principally  of  $353  million  of  borrowings  under  its  commercial  paper  program  and  $  169  million  of 
receivables  backed  financings.  , 

Subsequent  to  February  3,  2001,  the  Company  issued  $500  million  of  6.625%  Senior  Notes  due  2011. 
The  proceeds  were  used  for  general  corporate  purposes.  .  .  u  .  .  . 

The  following  summarizes  certain  components' of  the  Company’s  debt: 

Receivables  Backed  Financings  ' 

Receivables  backed  financings  classified  as  short-term  debt  consist  of  . current  amounts  due  under  certain 
receivables  backed  certificates  issued  by  subsidiaries  ,of  the  Company  together  with  receivables  backed 
commercial  paper  issued  by  a  subsidiary  of  the  Company  (of  which  $370  million  and ,$372  million  were 
outstanding  as  of  February  3,  2001  and  January  29,  2000,  respectively)!  Receivables  backed  financings 
classified  as  long-term  debt  consist  of  receivables  backed certificates  issued  by  subsidiaries  of  the  Company, 
which  certificates  represent  undivided  interests  in  master  trusts  originated  by  such  subsidiaries,  and  bear 
interest  at  both  fixed  and  floating  rates.  The  majority  of  the  certificates  bear  interest  at  fixed  rates  ranging 
from  6.07%  to  6.9%  and  a  portion  of  the  certificates  bear  interest  at  a  floating  rate  based  on  LIBOR.  The 
receivables  backed  financings  classified  as  long-term  debt  at  February  3,  2001  have  maturity  dates  between 
February  2002' 'and  November  2005.  c  , 

Bank  Credit  Agreements  , .  ,  '  -  (  . 

The  Company  and  certain  financial  institutions  are  parties  to  (i)  the  Five-Year  Credit  Agreement, 
pursuant  to„  which  such  financial  institutions  have  provided  the  Company  with  a  $1,500  million  revolving  loan 
facility  (the  “Five  Year  Facility”)  and  (ii)  the  364  Day  Credit  Agreement,  pursuant  to  which  such  financial 
institutions  have  provided  the  Company  with  a  $500  million  revolving  loan  .facility  .(the  ,“364:Day  facility” 
and,  together  with  the  Five-Year  Facility,  the ’“Revolving  Loan'  Facilities”).  ^The  Company’s  obligations  under 
the  Revolving  Loan  Facilities  are  not  secured  or.  guaranteed. 


Fiscal  year: 

2002  . 

‘  2003  . 

2004  . 

2005 

2006  . 

'  After  2006 
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As  of  February  3,  2001  and  January  29,  2000,  there  were  no  revolving  credit  loans  outstanding  under  the 
Revolving  Loan  Facilities.  However,  there  were  $45  million  and  $31  million  of  letters  of  credit  outstanding 
under  the  Revolving  Loan  Facilities  at  February  3,  2001  and  January  29,  2000,  respectively.  Revolving  loans 
under  the  Revolving  Loan  Facilities  bear  interest  based  on  published  rates.  •  ,  • ' ,  ,  -  . 

Commercial  Paper 

The  Company  established  a  $2,000  million  program  for  the  issuance  from  time  to  time  of  unsecured 
commercial  paper.  The  issuance  of  .commercial  paper  under  the  program  will  have  the  effect,  while  such 
commercial  paper  is  outstanding,  of  reducing  the  Company’s  borrowing  capacity,  under  the  Revolving  Loan 
Facilities  by  an  amount  equal  to  the  principal  amount  of  such  commercial  paper.  As  of  February  3,  2001  and 
January  29,  2000,  there  was  $40  million  and  $393  million,  respectively,  of  such  commercial  paper 
outstanding.  ■  ■ 

Term  Enhanced  ReMarketable  Securities  (“TERMS”) 

The  TERMS  are  unsecured  obligations  of  the  Company.  The  final  maturity  is  scheduled  to  occur  on 
September  I,  2011  (“Final  Maturity”),  but  may  be  adjusted  during  the  remarketing  process.  The  TERMS  will 
bear  interest  at  the  rate  of  6.125%  per  annum  to  September  1,  2001  (“Investor  Maturity  Date”),The  interest 
rate  to  Final  Maturity  will  be  determined  during  the  remarketing  process  and  will  be  equal  to  the  sum  of 
5.64%  per  annum  plus  the  Company’s  then  current  credit  spread  for  similar  debt  instruments.!  At  the  Investor 
Maturity  Date,  the  remarketing  dealer  may  purchase  the  TERMS  from. the  investors," at  face  value,  and 
remarket  the  securities  to  new  investors  or  the  remarketing  dealer  may  give  notice  to  the  Company  that  such 
securities  shall  be  tendered  to  the  Company  and  retired.  .  ^  ^ 

Senior  Notes  and  Debentures 

The  Senior  Notes  and  the  Senior  Debentures  are  unsecured  obligations  of  the  Company.  The  holders  of 
the  Senior  Debentures  due  2027  may  elect- to  have  such  debentures  repaid  on  July  15,  2004  at  100%  of  the 
principal  amount  thereof,  together  with  accrued  and  unpaid  interest  to  the  date  of  repayment. 

Other  Financing  Arrangements  . 

In- addition  to  the  financing  arrangements  discussed  above,  the  Company  entered  into  arrangements 
providing  for  off  balance  sheet  financing  of  up  to  $600  million  of  non-proprietary  credit  card  receivables 
arising  under  accounts  owned  by  the  Company.  The  Company  transfers  the  non-proprietary  portion  of  their 
co-branded  credit  card  receivable  balances  to  a  master  trust  (“Trust”)  in  exchange  for  certificates  representing 
undivided  interests  in  such  receivables.  A  subsidiary  of  the  Company  securitizes  the  balances  by  issuing 
certificates  representing  undivided  interests  in  the  Trust’s  receivables  to  outside  investors.  In  each 
securitization  transaction,  the  Company  retains  certain  subordinated  interests  that  serve  as  a  credit 
enhancement  to  outside  investors  and  expose  the  Company’s  Trust  assets  to  possible  credit  losses.  The 
investors  and  the  Trust  have  no  recourse  against  the  Company  beyond  the  Trust  assets.  In  order  to  maintain 
the  committed  level  of  securitized  assets,  the  Company  reinvests  cash  collections  on  securitized  accounts  in 
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additional  balances. -During  the  53  weeks  ended  February  3,  2001,  proceeds  from  collections  which  were 
reinvested  amounted  to  $2,734  million.  . 

The  issuance  of  the  certificates  to  outside  investors  is  considered  to  be  a  saie,  which  results  in  an 
immaterial  gain  to  the  Company.  The  Company  also  retains*  servicing  responsibilities  for  which  it  receives 
annual  servicing  fees  approximating  2%  of  the  outstanding  balances.  During  the  53  weeks  ended  February  3, 
2001,  $11  million  of  servicing  fees  were  received. 

The  Company's  retained  interest  in  transferred  credit  card  receivables  consists  of  investor  certificates 
held  by  the  Company,  interest-only  strips,  contractually  required  seller’s  interest  and  excess  seller’s  interest  in 
the  credit  card  receivables  in  the  Trust.  The  Company  intends  to  hold  its  investor  certificates  and  contractually 
required  seller’s  interest -to  maturity.  The  excess  seller’s  interest  is  considered  available -for-sale.  Due  to  the 
revolving  nature  of  the  .underlying  credit  card  receivables,  the  high  principal  payment  rate  and  the  reserve  for 
anticipated  credit  losses,  the  carrying  value  of  the  Company’s  retained  interest  in  transferred  credit  card 
receivables  approximates  fair  value  and  is  included  in  other  assets. 

For  each  100  basis  point  change  in  the  estimated  delinquency  rates,  the  Company’s  retained  interest  in  - 
securitized  receivables  would  change  by  $6  million.  The  delinquency  rate  is  the  primary  variable  assumption 
that  is  subject  to  a  sensitivity’ analysis. 

As  of  February  3,  2001,  the  securitized  non-proprietary  credit  card  balances  were  $560  million  and  the 
related  retained  interest  included  in  other  assets  was  $76  million.  As  of  February  3,  2001  and  January  29, 

2000,  $484  million  and  $423  million,,  respectively,  of  borrowings  were  outstanding  under  these  arrangements. 
For  the  53.  weeks  ended- February  3,  2001,  the  net!charge-offs  related  to  the  non-proprietary  credit  card 
receivables  were  $19  million  and  the  delinquency  rate  at  February  3,  2001  was -2.6%. 

There  were  also  $48  million  and  $67  million  of  letters  of  credit  outstanding  at  February  3,  2001  and 
January  29,  2000,  respectively. 

10.  Accounts  Payable  and  Accrued  Liabilities 

‘  ‘  >'  February  3,  January  29, 

.  2001  2000 


(millions) 


Merchandise  and  expense  accounts  payable 

Liabilities  to  customers  . . 

.  $1,850 

412 

$1,876 

Taxes  other  than  income  taxes  . 

.  ii2- 

Accrued  wages  and  vacation  ’.  ’ .  .  .  ‘  ’ 

Accrued  interest . .  . 

. .  115 

73 

160 

/:r\ 

Other.. .  . 

341 

OU 

OC  1 

$2,903 

$3,043 
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11.  Taxes 

Income  tax  expense  is  as  follows: 


53  Weeks  Ended 
February  3,  2001 


52  Weeks  Ended 
January  29,  2000 


Federal . 

State  and  local .  . 


52  Weeks  Ended 
January  30,  1999 


‘$(19)  $386 

^‘(4),;  V92 
$(23)',  $478 


The  income  tax  expense  reported  differs  from  the  expected  tax  computed  by  applying  the  federal  income 
tax  statutory  rate  of  35%  for  the  53  weeks  ended  February  3,  2001  and  the  52.  weeks’ ended ‘January  29,  2000 
and  January  30,  1999  to  income  before, income  taxes  and  extraordinary  item.  The  reasons  for  tHis^, difference 
and  their  tax  effects  are. as  follows:  , ,  ,  .  ,»■»./  «-  .  ,  .►»!  *  ' 


53  Weeks  Ended 
February  3,  2001 


52  Weeks  Ended 
January  29,  2000  .  - 
(millions) 


52  Weeks  Ended 
January  30,  ,1999 


Expected  tax  .  .  . . . .  . 

$  40 

$471 

$407/-  , 

State  and  local  income  taxes. 

.  ■ 

-  -  in,  - 

.,net  of  federal  income  tax  benefit . .  . 

35 

’63  , 

60 

Permanent  difference  arising  from  the 

write-off  and  amortization  of 

intangible ‘assets  .  . . . . 

a‘  *f  223  m 

'  '  '■'■14  ‘ 

1  *.  •  .y  • 

(iV"; , 

*  r-'-  3  1  •*'. 

2  ' 

■  $297 

$551 

$478  >  r 

-  >7  ./ 

’  V),  '  , 

.  -  v 

m  •  ,  •“  ■  „  5  -yi  i  •  ■  i  •'  t.  .  . 

..  *<■  If*;. 

>  •  < 

.  •  ;  ‘  ...  a  •  '  •/  a1'  m  *!  "  •  * 

.  ,r, 

7  ■.».  %  '■ 

:  .  >  '  . 

.  ;  •’‘T,  w  ,  . « 

„  ►  .  : 

t  ...  .  * ,» ■  ff,  \ 

(  ."(»  v  **:up  - 

.*•  *;  s  •?:.* .;»  ■  ’  • . 

'•  *■  ! 

*\ 

'  ...  .> 

:  ‘  ’7»i*  . 

< 

.1  ■  if4.,.',  t.  ,  ,  . 

'  '  'V-.  .nr/  , 

i  . 

:!  ■. 

/.  ■  r-  .■ 

■  u  r 

•f  -  .  i  .  . 

>  **. 

r"  V  ..  ‘'“hvai*  •'  *  *  *«  ■  ’  ♦*> 

.  '  • 

■ ,  -y.  '  •  *  -  .  - 

.■  *  ■* 

.  *  -  •  -  i*.  ■ 

*:  , 

/  •  /sr 

Tf,  ■  ..  J  ’ 

■/ . :  ■ 

•  i-' :  a+i"  •  : 

■  -  •  i.  ■  f  .‘..J*  r. 

.* '  -  * 

••  V  ■  ■  ■  ■  ’ 
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The  tax  effects  of  temporary  differences  that  give  rise  to  significant  portions  of  the  deferred  tax  assets 
and, deferred  tax  liabilities  are  as  follows:  . 


February  3, 
2001 


January  29, 
2000 


(millions) 


Deferred  tax  assets: 

Operating  loss  carryforwards . ,  . . . . . . .  $ 

Accrued  liabilities  accounted  for  on  a  cash  basis  for  tax  purposes  . . 

-/Allowance  for  doubtful  accounts  V. . \l . *. 

■  Postretirement  benefits  other  than  "pensions-.  . . . 

Capitalized  lease  debt . . . . 

.  Other., .  ' . . . . . . 

.  Total-  gross  deferred  tax  assets  ■ . . . 

Deferred' tax 'liabilities:*  >  '  >■ •"  ■  ”  ..*'<*■' 

Excess  of  book  basis  over  tax  basis  of  property  and  equipment  .... 

:*i  Deductible  intangibles  . r . 

‘  Merchandise  inventories  . . 

Prepaid  pension  expense . '. . . . . . 

•  Other; . . ’ . . 

Total  gross  deferred  tax  liabilities . . 

Net  deferred  tax  liability . . . . 


$  46 

$»  76, 

177' 

187 

>  315  ‘ 

•  178 

145 

155 

24  s 

27 

166 

104 

*  873  ^ 

.  •  •/  727; 

'(1,302) 

(1,408)' 

(169) 

(210) 

(123) 

(112) 

.  (72) 

(71) 

(306)  ' 

*-  (198)* 

(1,972) ' 

‘  (1,999) 

$(  L099 j 

$(1,272) 

During  the  year  ended  February  3,  2001,  the  Company  recorded  an  additional  $94  million  of  tax  benefits 
related  to  an  acquired  enterprise’s  net  operating  loss  carryforwards  (“NOLs”)  and  reduced  goodwill 
accordingly.  As  of  February  3,  2001,  the  Company  had  NOLs  .of  approximately  $132  million  which  are 
.  available  through  2009.  *'•*  .  ;  • 

12,  Retirement  Plans 

The  Company  has  defined  benefit  plans  (“Pension  Plans”)  and  defined  contribution  plans  (“Savings 
Plans”)  which  cover  substantially  all  employees  who  work  1,000  hours  or  more  in  a  year.  In  addition,  the 
Company  has  defined  benefit  supplementary  retirement  plans  which  include  benefits,  for  certain  employees,  in 
excess  of  qualified  plan  limitations.  For  the  53  weeks  ended  February  3,  2001,  the  52  weeks  ended 
January  29,  2000  and  the  52  weeks  ended  January  30,  1999,  net  retirement  expense  for  these  plans  totaled  * 
$38  million,  $53  million  and  $30  million,  respectively. 

Measurement  of  plan  assets  and  obligations  for  the  Pension  Plans  and  the  defined  benefit  supplementary 
retirement  plans  are  calculated  as  of  December  31  of  each  year.  The  discount  rates  used  to  determine  the 
actuarial  present  value  of  projected  benefit  obligations  under  such  plans  were  7.50%  as  of  December  31,  2000 
and  7.75%  as  of  December  31,  1999.  The  assumed  weighted  average  rate  of  increase  in  future  compensation 
levels  under  such  plans  was  5.0%  as  of  December  31;  2000  and  December  3T,  1999.  The  long-term  rate  of 
return  on  assets  (Pension  Plans  only)  was  9.75%  as  of  December  .31,  2000  and  December  31,  1999. 
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Pension  i  Plans 


The  following  provides  a  reconciliation  of  benefit-  obligations '  plan 'assets 
Pension  Plans  as  of  December  31,, 2000  and  1999:  *  ' * 


and  funded’ status  of  the  ’ 


Change  in  projected  benefit  obligation 
Projected  benefit  obligation,  beginning  of  year  . 

...  Service  cost ; . .-. . .  ^ . 

Interest  cost  . . .- . . 


Acquisition. . . . ' . . . 

Actuarial  (gain)  loss  ../... . .•.*! 

Benefits  paid . . . . 

Projected  benefit  obligation,  end  of  year . . . . . T . 

Changes  in  plan  assets  (primarily  stocks,  bonds  and  U.S.. government  securities) 

Fair. value  of  plan  assets,  beginning jOf  year  . . . . . . 

,  Employer  contributions . *' 

Actual  return' on  plan  assets . . .V. 

Acquisition.;.. . - . 

Benefits  paid . ; . . ; ; 

Fair  value. of  plan  assets,  end  of  year  . . . .....’ . 

^Funded  status . ‘ .  . . .  . 

Unrecognized  net  gain . . . . ; ; . 


Unrecognized  prior  service  cost .  ‘  . 

Prepaid  benefit  cost . . . . 

Amounts  recognized  in  the -statement  of  financial  position- 

Prepaid  pension  expense . ^ . . . . . 

Accrued  benefit  cost . . . . . 

Net  amount  recognized . .  . . 


,".,2000 

1999  . 

ri  y  ,  (millions)  ( 

i'j.  V".  ■ 

$1,345 

1  $1,460 

;  .f  ,*37*  . 

,  ••  *’38  - 

V  102. 

95 

.  ’  \ 

*  .,  ,52 

;  --  74 

’  ■  (164) 

(132) 

'  (136) 

$1,426 

$1,345 

$1,863 

,  ,,$1,664 

2 

'  ■  ''(ib/* 

■'*  "  288 

- 

47 

(132)  . 

‘  (136) 

;$  1,723’  -l-‘ 

'  ‘  $I;863  ’ 

'$  297 

$’*518 

(96)  * ; 

’’  *  (337) 

_ 2 

_ 2 

$  203  '  \ 

!$,1 83 

$  21  r* 

«$-  192 

■  r _ m 

-i.  (9) 

$  203 

$  3  83  * 

Net  pension  income  for  the  Company’s  Pension  Plans  included  the  following  acfuariaUy- determined 
components:  .  '  ‘  .  .  ' 


53  Weeks  Ended 
February  3,  2001 ‘ 


Service  cost  . .  .’ . ' . 

Interest  cost . . 

Expected  return  on  assets  ......... 

Amortization  of*  prior  service  cost . . 
Cost  of  special  termination  benefits . 


52  Weeks  Ended 
January  29,  2000 
(millions) 

$  ;i38  ^  •• 

' *'95 -V  - 
'  (146)  ‘ 


52  Weeks  Ended 
•'•'’January  30,  1999 
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■  ‘in  connection  with  a  program  to  modify  certain  health  care  benefits  for  future  retirees  at  one  division* 
the  Company  incurred  ,$3  million  during  the  52  weeks  ended  January  29,  2000  of  special  termination  benefits 
to  eligible  employees  who  elected  to  retire  within  a  specified  time  period../  { 

As  permitted  under  SFAS  No.  87,  “Employers’  Accounting  for  Pensions,”  the  amortization  of  any  prior 
service  cost  is  determined  using  a  straight-line  amortization  of  the  cost,  over  the  average  remaining  service 
period  of  employees  expected  to  receive  benefits  under  the  Pension  Plans.  V  l.\  ' 

The  Company’s  policy  is  to  fund  the  Pension  Plans  at  or  above  the  minimum  required  by  law.  For  the 
2000  plan  year,  no  funding  contribution  was  required,  however,  a  $1  million  funding  contribution  was  made. 
For  the  1999  plan  year,  a’ $1.  million  funding  contribution' was  required  and  made.  Plan  assets  ' are  held  by 
independent  trustees. 

Supplementary  Retirement  Plans  /•  t  .  ....  , 

The  following  provides  a  reconciliation  of  benefit  obligations,  plan  assets  and  funded  status'  of  the 
supplementary  retirement  plans  as  of  December  31,  2000  and  1999:  .. 

*  2000  .  1999 

.  *  .  .  •’  .  ^millions) 


Change  in  projected  benefit  obligation 

Projected  benefit  obligation,  beginning  of  year . 

.  $  in 

. : .  "4- 

’  $  132 

'4 

. 7.  10 

9 

"  y  * 

1 

Actusiri&l  (g^in)  loss . . .  *  * , , , ,  . . . \  \ ......... . 

. i5 

'  (22) 

■  plan  amendments . . . . ■ . , . 

. .  i 

Benefits  paid . . . 

. . (8), 

• '  (7) 

■  Projected  benefit  obligation,  end  of  year  . . . 

.  . . . . . . $  139 

$  117 

Change  in  plan  assets . 

Fair  value  of  plan  assets,  beginning  of  year . ....  v  ..... . . .  $  -  $ 

’  Company  contributions  '. .’ .7 . ...........  7  . . . . . . .  8  .  7  _ 

Benefits  paid . .  . (8)  SD 

'■  Fair  value  of'plan  assets,  end  of  year .  $ _ -  $ _ Z  * 

r  Funded  status . . . . .  $(139)  $.(1,1  ?) 

-  Unrecognized  net  loss . . . .  36  24 

Unrecognized  prior  service  cost . . .  . 1  _ £  ' 

Accrued  benefit  cost . - . . . .  ■  ■  $_(99)  $_£89) 

.Amounts  recognized  in  the  'Statement  of.  financial  position  ,,  ■  '  ■ 

Accrued  benefit  cost . . . . .  $(107)  $  (91) 

■  Intangible  asset . .  v .  4 

Accumulated  other  comprehensive  income . . . . .  ■  4  _ - 

.  Net  amount  recognized  . .  $  (99)  $  (89) 
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The  accumulated  benefit  obligation  for  the;  supplementary  retirement  plans  was  $106  million  and 
$91  million  as  of  December  31,  2000  and  December  31,  1999,  respectively.  *  •' 

Net  pension  costs  for  the  supplementary  retirement  plans  included  the  following  actuarially  determined 


components: 


53  Weeks  Ended 

52  Weeks  Ended  , 

.  52  Weeks  Ended 

)  ... 

February  3,  2001 

January  29,  2000 
(millions) 

January  30,  1999 

Service  cost ....’. . .  •  •  •  . . 

.......  $  4  ' 

•  $  4  .  ' 

$  4 

8 

Interest  cost . . . .  . . .  *  •  ■ 

; .  10  '  * 

9 

Amortization  of  prior  service  cost . 

1  ' 

1  ‘ 

1 

Recognition  of  net  actuarial  loss . 

.  2 

4 

'  '■  _ 3 

’  $17  " ' 

$18’  ’ 

$16 

As  permitted  under  SFAS  No.  87,  “Employers’  Accounting  for  Pensions,” 'the, amortization  of  any  prior 
service  cost  is  determined  using  a  straight-line  amortization  of  the- cost  over  the  average  remaining  service 
period  of- employees  expected  to  receive  benefits  under  the  plans. 


Savings  Plans  '  ,  ;  r  * 

Certain  savings  plans  include  voluntary  savings  features  which  are  eligible  for  employer  matching 
contributions  and  others  are  subject  to  discretionary  profit  sharing  contributions.  Expense  for  the  Savings 
Plans  amounted  to  $38  million  for  the  53  weeks  ended  February  3,  2001,  $44  million  for  the  52  weeks  ended 
January  29,  2000  and  $24  million  for  the  52^ weeks  ended  January  30,  1999.  1  *  :- 

Deferred  Compensation  Plan 

The  Company  has  a  deferred  compensation  plan  wherein  eligible  executives  may  elect  to  defer  a  portion 
of  their  compensation  each  year  as  either  stock  credits  or  cash  credits.  The  Company  transfers  shares  to  a 
trust  to  cover  the  number  it  estimates  will  be  needed  for  distribution  on  account  of  stock  credits  currently 
outstanding.  At.February  3,  2001  and  January  29,  2000,  the  liability  under  the  plan,  which  is  reflected  in 
other  liabilities,  was  $31  million  and  $26  million,  respectively.  Expense  for  the  53  weeks  ended  February  3, 
2001,  the  5 2 'weeks  ended  January  29,  2000  and  the.52  weeks  ended  January  30,  1999,  was  immaterial. 

13.  Postretirement  Health  Care  and  Life  insurance  Benefits 

.In  addition  to  pension  and  other  supplemental  benefits,  certain  retired  employees  currently  are  provided 
with  specified  health  care  and  life  insurance  benefits.  Eligibility  requirements  for  such  benefits  vary  by 
division  and  subsidiary,  but  generally  state  that  benefits  are  available  to  eligible  employees  who-retire  after  a 
certain  age  with  specified  years  of  service.  Certain  employees  are  subject  to  having  such  benefits  modified  or 
terminated.  ' 
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The  following  provides  .a  reconciliation  of  benefit  obligations,  plan  assets  and  funded  status  of  the 
postretirement  obligations  as  of  December  31,  2000  and  1999: 

2000  1999 

(millions) 

Change  in  accumulated  postretirement  benefit  obligation 


.  Accumulated  postretirement  benefit  obligation,  beginning  of  year 

Service  cost  ...... . . . . 

.  $  270 

j. 

$  332 

Interest  cost  . 

20 

Plan  amendments . 

Actuarial  (gain)  loss . 

10 

(24) 

Benefits  paid . 

Accumulated  postretirement  benefit  obligation,  end  of  year 

.....  (3U) 

.  $  271 

(26) 

$  270 

Change  in  plan  assets 

Fair  value  of  plan  assets,  beginning  of  year . . 

Company  contributions . 

.  $  - 

30 

$  - 

Benefits  paid . .. 

nm 

zo 

Fair  value  of  plan  assets,  end  of  year . 

t  _ 

(26 ) 

Funded  status . 

1 1 

— 

Unrecognized  net  gain . 

Unrecognized  prior  service  cost  .... 

(76) 

Accrued  benefit  cost . 

—Xl±) 

.  $(388) 

$(36^) 

Net  post  retirement  benefit  expense  included  the  following  actuarially  determined  components: 


53  Weeks  Ended 

52  Weeks  Ended 

February  3,  2001 

January  29,  2000 
(millions) 

January  30,  1999 

Service  cost . 

$  1 

$  1 

$  2 

23 

Interest  cost . 

20 

20 

Amortization  of  prior  service  cost . . 

(V) 

(7) 

(5) 

(9) 

Recognition  of  net  actuarial  gain  . . 

(9) 

(8) 

Reduction  for  special  termination  benefits 

J4) 

$_5 

LI. 

$11 

The  discount  rate  used  in  determining  the  actuarial  present  value  of  unfunded  postretirement  benefit 
obligations  was  7.50%  as  of  December  31,  2000  and  7.75%  as  of  December  31,  1999. 

The  future  medical  benefits  provided  by  the  Company  for  certain  employees  are  based  on  a  fixed  amount 
per  year  of  service,  and  the  accumulated  postretirement  benefit  obligation  is  not  affected  by  increases  in 
health  care  costs.  However,  the  future  medical  benefits  provided  by  the  Company  for  certain  other  employees 
are  affected  by  increases  in  health  care  costs.  For  purposes  of  determining  the  present  values  of  unfunded 
postretirement  benefit  obligations,  the  annual  growth  rate  in  the  per  capita  cost  of  various  components  of  such 
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medical  benefit  obligations  was  assumed  to  range  from  5.5%  to  8.0%  in  the  first. year,  and  to  decrease - 
gradually  for  each  such  component  to  range  from  4.5%  to  5.5%  by  2003  and  to  remain  at  those  levels 
thereafter.  -The 5 foregoing  growth-rate  assumption  has  a  significant  effect  on  such  determination.  To  illustrate,' 
increasing  such  assumed  growth  rates ;by  one- percentage, point  would  increase  the  present  value  of  unfunded' 
postretirement  benefit  obligation  as  of  December  31,  2000'by  $9  million  and  the  net  periodic  postretirement 
benefit  expense  for  2000  by,  $1  million.  Alternatively,  decreasing  such  assumed*, growth  rates  by  one*,  * 
percentage  point  would  decrease  the  present  value  of  unfunded  postretirement (benefit. obligations  as  of  ~ 
December  31,  2000  by  $8  million  and. the  net  periodic  postretirement  benefit  expense  for  2000  by  $1.  million. 

As- permitted  under  SFAS  No.  106,  “Employers’  Accounting  for  Postretirement  Benefits  Other  Than 
Pensions,”  'the  amortization  of  any  prior  service  cost  is  determined  using  a  straight-line  amortization  of  the 
cost  overtthe  average  remaining,  service  period  of  employees  expected  to  receive  benefits  under  the  plan. 


14.  Equity. Plan,  f, 


*  a: 


The 'Company  has  adopted  an*  equity 'plan  intended  to  provide  an  equity  interest  in  the  Company  to  key 
management  personnePand  thereby  provide  additional  incentives  for ‘such  persons  to  devote  themselves  to  the  - 
maximum 'extent  practicable  to  the  businesses  of  the  Company  and'its  subsidiaries.  The  equity  plan  is  1 
administered  by  the  Compensation  Coniimittee  of  the  Board  of  Directors  (the  “Compensation  Committee”).-  * 
.The  Compensation'Gommittee  is  authorized- to  grant  options,  stock  appreciation  rights  and  restricted*  stock  to 
officers  arid  key  employees  of  the  Company  and  its  subsidiaries.  The1  equity  plan1  also  provides  for  the  award' 


of  options  to  non-employee  directors. 

’  Stock'  option  transactions'  are  as 

follows:” 

1 

53  Weeks  Ended 
February  3,  2001 

52  Weeks  Ended 
•January  29,  2000 

.  52  Weeks  Ended  !l*- 
January'30,1999  ' 

"  J  ; 

.  Shares 

Weighted 

Average 

Option 

Price  *  . 

Shares 

Weighted 
,  Average 
Option 
Price 

\  .  ,.  .  ■ 

Shares 

Weighted 
Average 
■  Option 
*  Price 

v;;  .  v-/  * 

.  *  •*  ' 

(shares  in  thousands) 

Outstanding,  beginning  of  year  .1.".' 

‘  17,307.1 

$38.95 

13,660.8 

$36.72 

10,825.3 

$28.78 

Granted  ' . .' . .*..*. . 

.  '  8,248.3 

30.08 

’ ;  5,775.0 

41.13 

<592.2'  * 

'  ~52.49 

Canceled  . V . 

.v  (1,055.4) 

40.36' 

J’  '(658.8)- 

40.33 

.  (677.5) 

35.54  • 

Exercised  . .; . ' 

(417.2)  ' 

25.97 

(1,469.9) 

26.10 

(1,079.2) 

‘24.96 

Outstanding,  end  of  year . : ... 

..  24,082.8 

$36.08 

17,307.1 

$38.95 

13,660.8 

$36.72 

Exercisable,  end  of  year  \ . 

.'  r  9,040,5 

$34.92 

'  5,800.3 

$31.33 

4,590.8 

$25.34 

Weighted  average  fair  value  of 
options  granted  during  the  year.  .  . 

$14.33 

$17.54 

$20.67 
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k  The  following  summarizes  information 'about  stock  options  which  remain  outstanding' as  of  February  3,  > 

2001:  -•  v.  ■  •  •  ■  >.'■  •••••*  - 


■  Options  Outstanding 


Options  Exercisable  * 


t"-‘  ■  ■  •  *  *  ‘  Weighted 

\  ,  ..  , j  y.i  Average 

Range  of  ‘  Number  Remaining 

Exercise  Price  ,  «  Outstanding  "  Contractual  Life 


Weighted-  '  Weighted' 

Average  -  t  Average  •, 

Exercisable  Number  ‘ "  Exercise 

Price  •'  *  Exercisable  **  ’’  .•  Price  - 


\  .  (thousands) 


(thousands) 


‘  $11.63-25.00'  2,255.8*  *  •*  .  3.3  years  **' 

25.01-40.00  .  .  15,393.0 fv  .  8.0  years  . 

40.01-79.44  ,  .6,434.0  ,  .  7.6  years 


$21.13  ‘  2,255.8\’f<  '  $21.13 

,,32.59  ,  4,472.3 ,r  ,34.36  , 

49.67,,  .  -  2,312.4'  ../  49.45., 


As  of  February  3,  2001,  11.6  million*  shares  of  Common  Stock  were  available  for  additional  grants 
pursuant  to  the  Company’s  equity  plan,  of  which  339,600  shares  were  available  for  grant  in  the  form  of 
restricted  stock.  During  the  53  weeks  ended  February  3,  2001,  122,700  shares  of  Common  Stock  were  * 
granted  in  the  form  of  restricted  stock  at  a  market  value  of  $39.81  vesting  ratably  over  a.four-year  period. 
During  the-52  weeks  ended  January  29,  2000,  212,600  shares  of  Common  Stock  were  granted  in  thelform  of 
restricted  stock  at  market  values,  ranging, from  $39.25  to  $46.75  vesting  ratably  over  a.four-year  period,  No  . 
shares  of  Common  Stock  were  granted  in  the  form  of  restricted  stock  during  the  52  weeks  ended  January  30, 
1999.  Compensation  expense  is  recorded  for  all  . restricted  stock  grants  based  on  the  amortization  of  the  fair 
market  value, at  the  time  of  grant  of  the  restricted  .stock  over  the  period  the  restrictions  lapse.. There  have 
been  no  grants  of  stock  appreciation  rights  under  the  equity  plan,  •  ,  -  j-  ?* 


The  Company  applies  APB  Opinion  No.  25  and  related  Interpretations  in  accounting  for  compensation 
cost  under  its  equity  plan.  Had  compensation  cost  for  the  Company’s  equity  plan  been  determined  consistent 
with  SFAS,  No..  123,  “Accounting  for  Stock-Based  Compensation,”  for  options  granted  subsequent  to 
January  28,  1995,  the  Company’s  net  income  (loss)  and  earnings  (loss)  per  share  would  have  been  reduced  to 
the  pro  forma  amounts  indicated  below:  , 


‘  +  *  ’  5  *  T 

.‘53  Weeks  Ended 

52  Weeks  Ended 

.  52  Weeks  Ended 

February  3,  2001 

January  29,  2000 

January  30,  1999 

,  '  •  .  ’ 

(millions,  except  per  share,  data)  , 

Net  income, (loss). 

.  As  Reported  . . 

.  ■  $(184) 

$795 

$662 

..  .  ■  ,  * 

Pro  forma  .... 

.  .  (226) 

,  758 

637 

Basic  earnings  (loss)  per  share 

As  Reported  .. . 

......  (.90)  * 

3.78  ‘ 

3.16 

Pro  forma  .... 

.  (1.11) 

'  3.60 

3.04 

Diluted  earnings  (loss)  per  share 

•  As  Reported  .-. 

(.90) 

3.62 

2.96 

Proforma  ...... 

.  (1.11) 

3.45  ,  .  , 

,  .  .  2.85 
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The  fairjvalue  of  each  option: grant -is  estimated  on  the  date  of1  grant  using!  the  Black-Scholes  option-  * 
pricing  model  with  the  following  weighted  average  assumptions  used:  *  .:-**■*’  ■' 

i  -  •  .  ■  .53 .Weeks. Ended  .  52  Weeks  Ended  52  Weeks  Ended 

r  ^  ‘  ,  February  3,  2001  January* 29, 2000  January  30,  1999 


Dividend v yield  .  .......  ...  .;. .  : . . 

Expected,  volatility  :sl. . . ., 

,  37.0%  , 

*  ’  i-  r 

:.»  32.5%  • 

*.  .  30.6% 

Risk-free  interest- rate^'.- ...  .  .  . 

.  . . 3.  6.3%.  , 

•  -  5.4% 

,  5.7% 

Expected  life  _ : .-. 

:  v  •»  6  -years ; ; . .  . 

-  6  years  , 

,  ^6.  years 

15.  Shareholders’  Equity.'*-*^  r 

The  authorized  shares  of  the  Company  consist  of  125.0  million  shares  of  preferred  stock  (“Preferred  ” 
Stock”),  par  value  of  $.01  per  share,  with  no  shares  issued,  and  500.0  million  shares  of  Common:  Stock,  par  } 
value  of  $.01  per  share,  with  254.4  million  shares  of  Common  Stock  issued  and  197.6  million  shares  of 
Common  Stock  outstanding  at  February  3,-  2001  and*252.9  million  shares  of  Common  Stock -issued  and1 
213.5  million  shares  of  Common  Stock-outstanding  at  January  29,  2000  (with  shares  held  in  the  Company’s  ** 
treasury  or  by  subsidiaries  of  the  Company  being  treated  as  issued,  but  not  outstanding):  ''1*-  *• 

The  Company  purchased  17,6  million  shares  of  its  Common  Stock  in  2000  at  a  cost  of  approximately 
$600  million  and  5.6  million  shares  of  its  Common  Stock  in  1999  at  an  approximate  cost  of  $267  million, 
undef'its  stotk  repurchase  program.  Orf  August* 25;  2000,  the  Board  of  Directors' approved  a  $500  million 
increase  to  the:  current*  stock  repurchase  program  increasing  the  authorization' to ’$1,000  million! 'As  of 
February  3,  2001,  the  Company  had  approximately  $400  million  of  the  $1,000  million  authorization  ■ 
remaining.  The  Company  may  continue  or,  from  time  to  time,  suspend  repurchases  of  shares  under  its  stock 
repurchase  program,  depending  on  prevailing  market  conditions,  alternate  uses, of  capital  and  other  factors. 

In  2000,  the  Company ^issued :  1.0 1 million- shares  of  its  Common  Stock  upon  the  exercise  of  the 
Company’s  Series  B  Warrants:-  In  1999,  the  Company1  issued  a  9,0  million  shares  of  its  Common  Stock  upon 
the  exercise  of  the  Company’s  Series  C  Warrants,^ 

Common  Stock 

The  holders  of  the  Common' Stock  are  entitled  to  one  vote  for  each  share  held  of  record  on  all  matters 
submitted  to  a  vote  of  shareholders.  Subject  to  .preferential  rights  that  may.be  applicable  to,  any, Preferred 
Stock,  holders  of  Common  Stock  are  entitled  to  receive  ratably  such  dividends  as  may  be  declared  by  the 
Board  of  Directors  out  of  funds  legally  available,  therefor.  However,  it  is  not  presently  anticipated  that 
dividends  will  be  paid  on  Common  Stock  in  the*  foreseeable  future.  ,  r  4j 

Preferred  Share  Purchase  Rights.  /  .  “ 

Each  share  of  Common  Stock  is  accompanied  by  one  right  (a  “Right”)  issued  pursuant  to  the  Share 
Purchase  Rights  Agreement  between  the  Company  and  The  Bank  of  New  York,  as  Rights  Agent.  Each  Right 
entitles  the  registered  holder  thereof  to  purchase  from  the  Company  one  one-huridredth  of  a  share  of  Series  A 
Junior  Participating  Preferred  Stock,  par  value  $.01  per  share  (the  “Series  A  Preferred  Shares”),  of  the 
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Company  at  a  price  (the  “Purchase  Price”)  of  $62.50  per  one  one-hundredth  of- a  Series  A  Preferred  Share 
(subject  to  adjustment).  !  ■ 

In  general,  the  Rights  will  not  become  exercisable  or  transferable  apart  from  the  shares  of  Common 
Stock  with  which  they  were  issued  unless  a  person  or  group  of  affiliated  or  associated  persons  becomes  the 
beneficial  owner  of,  or  commences  a  tender  offer  that  would  result  in  beneficial  ownership  of,  20%  or  more  > 
of  the  outstanding  shares  of  Common  Stock  (any  such  person  or  group  of  persons  being  referred  to  as  an 
“Acquiring  Person”)-  Thereafter,  under  certain  circumstances,  each  Right  (other  than  any  Rights  that  are  or 
were  beneficially  owned  by  an  Acquiring  Person,  which  Rights  will  be  void)  could  become  exercisable  to 
purchase  at  the  Purchase  Price  a  number  of  shares  of  Common  Stock  having  a  market  value  equal  to  two 
times  the  Purchase  Price.  The  Rights  will  expire  on  December  19,  2004  unless  earlier  redeemed  by  the 
Company  at  a  redemption  price  of  $.03  per  Right  (subject  to  adjustment). 

Future  Stock  Issuances 

The  Company  is  authorized  to  issue  9.0  million  shares- of  Common  Stock  (subject  to  adjustment)  upon 
the  exercise  of  the  Company’s  Series  D  Warrants.  The  Series  D. Warrants  have  an  exercise  price  of  $29.92 
and  expire  on  December  19,v2001.  ,j.  .  ■  -  :  ■  .  . 

Treasury  Stock'  J  • 

Treasury  .stock  contains  shares,  repurchased  under  the  stock  repurchase  program,  shares ^issued  to  wholly 
owned  subsidiaries  of  the  Company  in  connection  with  an  acquisition,  shares  maintained  in  a  trust  related  to 
the  deferred  compensation  plans  and  shares  repurchased  to  cover  employee  tax  liabilities  related  to  other, 
stock,  plan  activity.  ’  ,  ,  .  it*  ..  , 

Changes  in  the  number  of  shares  held  in  the  treasury  are  as  follows:  ‘  ■  ' 


,  -  53  Weeks  Ended 

February  3,  2001 

52  Weeks  Ended 
January  29,  2000 

52  Weeks  Ended 
January  30,  19 99 

(thousands) 

Balance,  beginning  of  year . 

Additions:  • 

.  9,439.9 

3,819.4 

159.3 

Repurchase  program . 

Restricted  stock  . . 

.  17,573.3 

■  42.T  ~ 

5,631.7 
•  ’  5.8 

12,810.1 

51.6 

Deferred  compensation  plans . : 

-  1  9.1 

4.1 

•  4.1 

Distributions: 

. '  • 

Stock  plans  . ;} 

Issued  in  conversion  of 

.  (329.7)’  ’ 

,  >  .  “ 

subordinated  notes . 

.  ' 

(9,205.7) 

Balance,  end  of  year . . 

.  26,735.3 

9,439.9 

\  3,819.4 
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Additions  to  treasury  stock  for  restricted. stock  and  the  deferred  compensation  plans  represent  shares 
accepted  in  lieu  of  cash  to  cover  employee  tax  liabilities  upon  lapse  of  restrictions  for  restricted  stock  and 
upon  distribution  of  Common  Stock  under  the  deferred  compensation  plans. 

Under  the  deferred  compensation  plans,  shares  are  maintained  in  a  trust  to  cover  the  number  estimated  to 
be  needed  for  distribution  on  account  of  stock  credits  currently 'outstanding.  Changes  in  the  number  of  shares 
held  in  the  trust  are  as  follows: * ‘  .  '*■ 

53  Weeks  Ended  52  Weeks  Ended  52  Weeks  Ended 

*  ^  February  3, 2001  January  29, 2000  January  30,  1999 

(thousands) 

Balance,  beginning  of  .year . . ; . .  483.8  434.5  378.7 

‘  Additions . .  96.2  '63.6  80.0 

.  Distributions  ....  . . .  v  .  .  ,  . .  (25.9)  (14.3)  (24.2) 

.  Balance,  end  of  year . ;  •  .  ... 554,1  y  -483.8  *  ,  j  *  434.5,  .  ....  » 


16.  Financial  Instruments  and  Concentrations  of  Credit  Risk  , . 

The  following  methods  and  assumptions- were  used  to  estimate  the  fair  value  of  each  class  of  financial 
instruments  for  which  it  is  practicable  to  estimate  that  value: 

Cash  and  short-term  investments  .  *  }  Ki  t 

The  carrying  amount  approximates  fair  value  because  of  the  short  maturity  of  these  instruments,  ‘ 

Accounts  receivable  ...  . 

The  carrying  amount  approximates  fair  value  because  of  the  short  average  maturity  of  the  instruments, 
and  because  the  carrying  amount  reflects  a  reasonable  estimate  of  losses  from  doubtful  accounts,  • 

•  •  5 

Long-term  debt  1  '•  * ,  •*l  1 

The  fair  values  of  the  Company’s  long-term  debt,  excluding  capitalized  leases,  are  estimated  based  on 
the  quoted  market  prices  for  publicly  traded  debt  or  by  using  discounted  cash  flow  analysis,  based  on  the- 
Company’s  current  incremental  borrowing  rates  for  similar  types  of  borrowing  arrangements, 


Interest  rate  cap  agreements  <•  •  - 

Tlie  fair  values  of  the 'interest  rate  cap  agreements  are  estimated  based  on  current  settlement  prices  of 
comparable  contracts  obtained  from  dealer  quotes.'  i 

Interest  rate  swap  agreements  ^  ' 

The  fair  values  of  the  interest  rate  swap  agreements  are  obtained  from  dealer  quotes.  The  values 
represent  the  estimated  amount  the  Company  would  pay  or  receive  to  terminate  the  agreements  at  the 
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reporting  date,  taking  into  account  current  interest  rates  and  .the  current  creditworthiness  of  the  swap. 

counterparties.  .  .  '  -  .  1  '  *  ‘  ■  ' 

The  estimated  fair  values  of  certain  financial  instruments  of  the  Company  are  as  follows: 


Long-term  debt 

Interest  rate  cap  agreements  . 

Interest  rate  swap  agreements 


February  3,  2001  January  29,  20<M 


Notional 

Carrying 

Fair 

Notional  ' 

Carrying 

Fair 

Amount 

Amount 

Value  Amount 

(millions) 

,  Amount 

*  Value, 

$4,326-  - 

-  $4,326 

$4,328 

$4,534 

$4,534 

$4,361 

632 

1 

1 

1,201 

- 

■ 

777 ‘ 

’6 

<16 

The  interest  rate  cap  agreements  are  used,  in  effect,  to  hedge  interest  rate  risk  related  to  a  portion  of  the 
variable  rate  indebtedness  under  the  Company’s  Receivables  Backed  Financings.  These  interest  rate  cap 
agreements  are  recorded  at  cost' and  are  amortized  on  a  straight-line  basis  over  the  life  of  the  cap. 

The  interest  rate  swap  agreements  were  used,  in  effect,  to  hedge  interest  fate  risk  related  to  a  portion  of 

the  debt  outstanding  under  the  Company’s  Receivables  Backed  Financings.. 

Commitments  to  extend  credit  under  revolving  Agreements  relate  primarily  to  the  aggregate  unused  credit 
limits  and  unused  lines  of  credit  extended  to  customers  under  the  Company's  credit  plans.  These 
commitments  generally  can  be  terminated  at  the  option  of  the  Company,  it  is  unlikely  that  the  total 
commitment  amount  will  represent  future  cash  requirements.  The  Company. evaluates  each  customer  s 
creditworthiness  on  a  case-by-case  basis. 

Financial  instruments  that  potentially  subject  the  Company  to  concentrations  of  credit  risk  consist 
principally  of  temporary  cash  investments  and  trade  receivables.  The-  Company  places  its  temporary  cash 
investments  in  what  it  believes  to  be  high  credit  quality  financial  instruments.  Credit  risk  with  respect  to  trade 
receivables  is  concentrated  in  the  geographic  regions  in  which  the  Company  operates  stores.  Such 
concentrations,  however,  are  considered  to  be  limited  because  of  the  Company’s  large  number  of  customers 
and  their  dispersion  across  many  regions.  •  .  • 

17.  Segment  Data  .  .  ,  .  . 

The  Company  conducts  its  business  through  two  segments,  department  stores  and  direct-to-customer.  The 
department  store  segment  sells  a  wide  range  of  merchandise,  including  men’s,  women’s  and  children  s 
apparel  and  accessories,  cosmetics,  home  furnishings  and  other  consumer  goods.  The  direct-to-customer 
segment  (Fingerhut,  Bloominkdale’s'By  Mail,  bloomingdales.com,  Macy’s  By  Mail,  macys.com  and  certain 
other  direct  marketing  activities)  sells  a  broad  range  of  products  and  services  directly  to  consumers  via 
catalogs  direct  marketing  and  the  Internet.  “Corporate  and  other”  consists  of  the  assets  and  liabilities,  and 
related  income  or  expense,  associated  with  the  corporate  office  and  certain  items  managed  on  a  company¬ 
wide  basis  (e.g.,  intangibles,  financial  instruments,  investments,  income  taxes,  retirement  benefits  and 

properties  held  for  sale  or  disposition):. .  Y  '  ’  ’  *  “ 
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The  financial  information  for  each  segment  is  reported  on  the  basis  used  internally  by  the  Company  to 
evaluate,  performance  and  allocate  resources.  Operating  segment  results  for  the  52  weeks  ended  January  30, 
1999,  have  not  been  restated  to  conform  to  the  current  presentation  as  it  is  not  practicable  to  do  so/ 


53  Weeks  Ended 

52  Weeks  Ended 

52  Weeks  Ended 

_  ■  ■  •  ■ 

February  3,  2001 

January  29,  2000 

January  30,  1999 

.'i  _  '  \  •: 

Net  sales:  ,  ,  ‘ 

(millions) 

T.  , 

Department  Stores  .  . . . 

.  $16,467  ‘ 

$15,850' 

$15,365'  • 

.  Direct-to-Customer  . . 

.  '  1,940 

1,866 

’  .  - 

1  $18,407 

$17,716 

$15,365 

Operating  income: 

•, v  ■  . ; 

Department  Stores . 

.  $  1,950 

$  1,87 1  '  . 

$  1 ,589 

*>’'  Direct-to-Customer 

(392).  -• 

•  /  1  •  5  lr  ’ 

:»  .  :  u  o-  _  • 

Corporate  and  other . V  . 

.  '  .  (1.008)  •  . 

V  -•  ('221)  ;  -  t 

.  ->(134)  ' 

i  :  n*-'  • 

•$'  550.  • 

$  1,701 

$  1,455 

For  the.53  weeks  ended  February  3,  2001,  the  operating  income  for  the  Department  Store  segment  ,  f 
includes  asset  write-downs  related- to  the  closure  of  the  Stem’s  department  store  division  and  the  planned; 
disposition  of  certain  of  its  properties  totaling  $54  million..  For  the  53  weeks  ended  February'3,  2001,  the 
operating  loss  for  the  Direct-to-customer  segment  includes  the  write-down  of  Fingerhut,  fixed  assets  totaling  , 
$18  million  and  other  restructuring  charges  totaling  $86  million,  consisting  of  severance  costs,  facility  closing' 
costs  and  asset  write-downs  related  to  thedownsizing  of  Fingerhut  operations  totaling  $51  million  and 
$35  millionrof  inventory  valuation  adjustments  related  to  the. Fingerhut  restructuring.  For  the  53  weeks  ended 
February  3,v  2001,  the  operating  loss  for  the  Corporate  and  other  segment  includes  the , write-down  of  ,  , 
intangible  assets  related  to  the  Fingerhut  acquisition  totaling  $673  million  and  the  write  down  of  certain 
Fingerhut  Internet-related  and  other  venture  capital  investments  totaling  $131  million  (see  Note  3).* .  * 

53  Weeks  Ended  52  Weeks  Ended  52  Weeks  Ended 

•  ■  .  '  February  3,  2001'  January  29, 2000  January  30,  1999 

.  (millions)  '  ’'>"A 

Depreciation  and  amortization  expense:  ‘ . 

Department  Stores .  $606  $619  $592 

Direct-to-Customer . ’. .  44  33  r 

'  •  Corporate  and'other  \  ...  /. 83  J  - _ 86  '  ‘  ’*  *'  ’  32 

t  .  ^  ‘l  ‘  ’  $733  ‘  $738  .  '  ‘  '  ’  '  $624  *  ~ 

-  Capital  expenditures  (purchase  of  property  ■  . 

and  equipment):  ( 

Department  Stores  . .  .  .  . . . ’  '  $699  $738  -  $691 

^Direct-to-Customer  .  .  .\ ...  '  .>38  29,  - 

Corporate  and  other  . . i ’’  _ 5  ’  _ 3  '  '  ’ _ 4 

’  ‘  '  $742  !  '  $770*..  . '  $695 
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February  3,  January  29, 
'  2001  2000-' 
(millions)' 


Total ’assets:  ** 
Department  Stores  . ; 
Direct-to-Customer . . 
Corporate  and  other  .. 


18:  Earnings  (Loss)  Per  Share  '  ■  ■  t  r  *  '  ‘ 

'  ■  HI"  J« 

The  .reconciliation  of  basic  earnings  (loss)  per  . share  to  diluted  earnings  (loss)  per  share  based  on  income 
(loss)  before  extraordinary  item,  is  as  follows:  .  .  ! 

53  Weeks  Ended  52  Weeks  Ended  52  Weeks  Ended 

-  -  February  3, 2001  January  29, 2000  January  30,  1999 

Loss  Shares  Income  Shares  Income  Shares 

(millions,  except  per  share  data) 

Income  (loss)  before  extraordinary  -  “  -  *  *'  M',:.  ’  ••  '  ’’  • 

itenTand' average  number  of  '  '  ••••*’  ‘ 

shares  outstanding  . . .,.$(184)/  ,  204,3  $795  210.0.  $685  *.  209.1 

Shares  to  be  issued  under  deferred  *  >  .  ..  f  *•  •  >  . 

V  compensation  plans  '.  . ....  _. _  -.5- ,  ,  _ ,  .4  _  .4 

:  ,r.  :  •  .$(184)  .  204.8  -  .$795'  .:  -210.4  -  $685-  -  209.5 

*  Basic  earnings  (loss)  per. share  ,  .  '  $(.90)  -  ...  ■  $3.78  Kj  ,  •  f  $3.27 


Effect  of  dilutive  securities:-  v  < 

Warrants  ;■!*'. . .  .  V  '  '  1  '  ’  ■ ,  :  -  ’  6.9  *  7.4 

Stock  options  . . ,  u*  •  2.3  •  ,/  •  2,2 

Convertible  notes . .  .  .  _  _  _ 7  6.8 

$084)v;  '  204.8  $795  219.6  $692  225.9 

Diluted  earnings  (loss)  per  . 

share . .  $(.90)  ,.  -$3j62  .  $3.06 


For  2000,  warrants  and  stock  options  to  purchase  33.5  million  shares  of  common  stock  at  prices  ranging 
from  $11.63  to  $79.44  per  share  were  outstanding  at  February  3,  2001,  but  were  not  included  in  the 
computation  of  diluted  earnings  per  share  because,  as  a  result  of  the  Company’s  net  loss  during  this  period, 
their  inclusion  would  have  been  antidilutive; 

,  In  addition  to  the  warrants  and  stock  options  reflected  in  the  foregoing  table,  warrants  and  stock  options 
to  purchase  4.7  million  shares  of  common  stock  at  prices  ranging  from  $41.50  to  $79.44  per  share  were 
outstanding  at  January  29,  2000  and  January  30,  1999,  but  were  not  included  in  the  computation  of ‘diluted 
earnings  per  share  because  the*exercise  price  thereof  exceeded  the  average  market  price  and  their  inclusion 
would  have  been  antidilutive. 


$12,989  $12,553 

2,405  /  ^  ,2,736 

1,618  r*tv2t403 

$17,012!  s!‘  \  $17^692 
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19,  Quarterly  Results  (unaudited) 

Unaudited  quarterly  results  for  the  53  weeks  ended  February  3,  2001  and  the  52  weeks  ended 
January  29,  2000,  were  as  follows: 


53  Weeks  Ended  February  3,  2001: 

Net  sales . 

Operating  income  (loss) . 

Net  income  (loss) . 

Basic  earnings  (loss)  per  share  . . 
Diluted  earnings  (loss)  per  share. 
52  Weeks  Ended  January  29,  2000: 

Net  sales . 

Operating  income . 

Net  income . 

Basic  earnings  per  share . 

Diluted  earnings  per  share . 


First  Second 

Quarter  Quarter 

(millions, 

$4,032  .  $4,065 

253  220 

89  '  63 

.42  .31 

.41  .30 

$3,600  $4,006 

225  318 

87  137 

•42  .65 

.40  .61 


Third  Fourth 

Quarter  Quarter 

except  per  share  data) 


$4,195 

$6,115 

(591) 

668 

(668) 

332 

(3.32) 

1.67 

(3.32) 

1.65 

$4,137 

$5,973 

302 

856 

123  . 

448 

.59 

2.11 

.56 

2.04 
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Visit:  Our  website  at  wvw.federated-fds. com/financial  to 

•  Sign  up  to  have  Federated's  news  releases  sent  to  you  via  e-mail 
by  subscribing  to  News  Oirect 

•  Get  the  latest  stock  price  and  chart  or  take  advantage  of  the  historical 
price  look-up  feature 

Call:  Federated  Investor  Relations  Department 

Monday-Friday,  8:30  a.m.-  5  p.m.  Eastern:  1-513-579-7028 

Federated  News  &  Information  Request  Hotline:  1-800-261-5385 

For  copies  of  past  news  releases  &  corporate  background  data:  1-800-853-9150 


m 
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Write:  Federated  Department  Stores,  Inc.  •  Investor  Relations  Department 
7  West  Seventh  Street  •  Cincinnati,  OH  45202 

Common  Stock: 

Shares  of  Federated  common  stock  are  traded  on  the  New  York  Stock  Exchange. 

The  company's  trading  symbol  is  FD. 

The  approximate  number  of  Federated  shareholders  of  record,  as  of  February  3,2001, 
was  11,700.  Also,  as  of  this  date  there  were  approximately  198  million  shares  of 
Federated  common  stock  outstanding,  excluding  shares  held  by  Federated. 


Transfer  agent  for  Federated  shares: 

The  Bank  of  New  York  •  Shareholder  Relations  Department 

Church  Street  Station  •  P.0.  Box  11258  •  New  York,  NY  10286-1258  •  1-800-524-4458 
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Quarterly  Trading  Volume  &  Share  Price  Data: 

Shares 

Average 

Prices 

2000 

Traded 

Daily  Volume 

Low 

High 

First  Quarter 

75,395,000 

1,197,000 

31.63 

44.75 

Second  Quarter 

104,915,000 

1,665,000 

21.00 

40.88 

Third  Quarter 

105,575,000 

1 ,650,000 

23.81 

30.19 

Fourth  Quarter 

108,120,000 

1,638,000 

28.31 

46.06 

1999 

First  Quarter 

85,833,000 

1,362,000 

36.44 

47.13 

Second  Quarter 

68,486,000 

1,087,000 

45.94 

57.06 

Third  Quarter 

63,412,000 

991,000 

38.44 

52.88 

Fourth  Quarter 

75,121,000 

1,212,000 

40.94 

53.88 

The  next  annual  meeting  of  shareholders  will  be  held  at  11  a.m.  EDT, 
on  Friday,  May  18, 2001  at  Corporate  Headquarters  in  Cincinnati,  OH. 


In  recognition  of  the  importance  of  preserving  a  healthy  environment  for  future  generations, 
Federated  uses  recycled  paper  and  soy  ink  in  the  production  of  its  annual  report. 


Federated 

DEPARTMENT  STORES,  INC 

7  West  Seventh  Street 
Cincinnati,  Ohio  45202 
www.federated-fds.com 
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